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BE IT REMEMBERED that on Thursday,
September 10, 2009, commencing at the hour of
11:10 a.m., at the University of California, Los
Angeles, James West Alumni Center, Collins Alumni
Conference Center, 325 Westwood Plaza, Los Angeles,
California, before me, DANIEL P. FELDHAUS, CSR 6949
RDR, CRR, in the state of California, the following
proceedings were held:

(Commissioner Morgan and Ms. Haas appeared

telephonically for the meeting.)

CHAIR PARSKY: Becky, are you on?

COMMISSIONER MORGAN: Yes, | am.

CHAIR PARSKY: And, June?

MS. HAAS: Yes, | am.

CHAIR PARSKY: Ladies and gentlemen, I'd like
to get started with our public meeting on the Commi
onthe 21 ' Century Economy.

We have on the telephone Becky Morgan, who is a
commissioner. We also have June Haas, who has been
former commissioner in Michigan, a tax commissioner
Michigan, a lawyer that has been assisting us in
evaluating the potential business net-receipts tax.

| know that Ruben Barrales and Curt Pringle
will both be here, and they will be joining us shor

| think all the commissioners have in their book

ssion

tly.
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an agenda and a number of supporting documents. An
will have a public comment period. | haven't colle
all those that wish to make public comment; and so
delay starting the public comment until a little bi
later.

| just want to make a couple of introductory
comments and then talk a little bit about the struc
for this session.

As | think all of you know, this Commission was
formed by the legislative leadership and the Govern
make recommendations with respect to reform of our
system in California.

| think I've mentioned at every public meeting
that we have held, the overall objectives are goals
we have been requested to keep in mind and test aga
the recommendations that we will make.

And just to remind people, those included the
goal of helping to stabilize state revenues and red

volatility.

Second, to promote long-term economic growth and

job creation for the state and its citizens.

Third, to establish a tax structure that fits
with the state’s 21 st century economy.

Fourth, to improve California’s ability to

successfully compete with other states and nations
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jobs and investment.

Fifth, that the recommendation should reflect
principles of sound tax policy, including simplicit
competitiveness, predictability, and ease of compli
and administration.

And finally, to ensure that the recommendations
help the tax structure be fair and equitable to its
citizens.

Those goals haven't changed from the time we
first began. And | want to thank all of the commis
for the kind of time and effort everyone has put in
try and to come up with a consensus series of
recommendations to try to achieve those goals.

This subject, | think everyone now, if they
didn’t at the time we began, realize is a very comp
and difficult subject to deal with and, in particul
difficult subject to deal with to achieve those goa

Nevertheless, | think it's an incredibly
important subject. And I think during the course o
this Commission effort, we've seen the difficulties
exist within the state and for the policy leaders o
makers in this state with dealing with the revenue
of the California system. And many of the benefits
rightfully should be provided or promised to be pro

to our citizens have not been able to be provided b
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of the fact that the revenues haven't been there in
to accomplish those objectives. And it's created

significant harm to our citizens.

And so | think the effort at the beginning was

important, but it's taken on even more importance,
we’'ve seen what can happen. Hopefully, this econom
recession won't be repeated. But business cycles h
And we’ve seen what can happen under our current sy
if, in fact, you have a deep recession, which we ha
been experiencing: The amount of unemployment that
and the failure, if you will, on the part of the re
base to satisfy the objectives and desires of the
legislative body.

And so the efforts that this Commission is
undertaking, as | said, | think has been important
the beginning. It takes on even more importance.
think a number of us have indicated the importance
trying to come up with real reform; for reform that
to be looked at carefully, that needs to be looked

over a period of time.

And in that connection, | would say that our

job is not to take the place of the Legislature. T
Legislature has continuing responsibility to enact
for California. The Governor obviously has a criti

role in that process. But | do think that we were
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to provide specific reforms in connection with that
recognizing that the legislative process will take
reforms and will have to go through their normal
committee process, their normal evaluation; and tha
although there has been an indication between the G
and the legislative leaders, that there is an expec
for whatever reform proposals are recommended, that
will be a vote on them.

| don’t think any of the commissioners that | --
and I've talked to everyone -- expects that the ref
recommendations will be just taken as is.

(Commissioner Barrales entered the meeting

room.)

CHAIR PARSKY: And especially if we continue

to contemplate a brand-new form of tax. That, asy
will hear this morning, a lot of work has been done
but that is very complicated and, not having been i
existence, needs careful analytical consideration b
what this commission could possibly have done in th
frame and with the staff that we have.

Despite that, I think you will see very
extensive, specific proposals for consideration. A
we’ll talk more about that.

The final thing | want to remind the

Commissioners and the public, at the last meeting w
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came together and agreed on a structure for our
recommendations. And this has been posted and it h
been discussed. But as we enter into this meeting,
to remind people of that structure and see if, in 0
discussions today, we can fit all of the recommenda
and desires of commissioners into that structure be
we agreed that’s the way in which we would proceed.

Two basic pieces of material: The
recommendations we agreed would fall into three sec

Section 1, the recommendations of statutory
tax-law changes, revenue-related, that can be acted
the State Legislature immediately, and hopefully en
unanimously by the Commissioners.

Section 2, recommendations of tax-law changes,
revenue-related, that can be enacted by changes in
State Constitution or by the State initiative proce
hopefully are endorsed unanimously by the Commissio

Section 3, the Commission, hopefully
unanimously, but with some clear desire on the part
the Commissioners, to maintain great flexibility, t
identify areas of reform, whether they be revenue o
non-revenue-related that, in commissioners’ views,
to be considered by others outside the context of t
Commission in order to achieve comprehensive fisca

reform.
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That will make up the recommendations that we
will hopefully come together to make.

Then in addition to that, we agreed on a tax
package, in general terms, that would make up secti
at least Sections 1 and 2 of the recommendations --
package, at least at our last session. And that pa
would include recommendations relating to the perso
income tax and, around that, a simplified rate
structure -- two potential rates -- a standard dedu
itemized deductions for mortgage interest, charitab
giving, and property taxes.

However, the commissioners made it clear at the
last meeting that a condition to this proposal, or
part of the proposal that deals with the personal i
tax, that all AGI brackets, as shown in our last
presentation, would need to receive a reduction in
in order to endorse a recommendation surrounding th
personal income tax.

And if that objective cannot be achieved under
the two-rate structure, then consideration would be
to other alternative structures.

So a condition to the recommendations you will
hear relating to the personal income tax was that a
brackets would need to receive a reduction. And th

heightened sensitivity on behalf of many, if not mo

ons --
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the Commissioners, to make sure we are cognizant of
distribution impact of changes like that. And that
although I think there is a belief that if there is

way to reduce the overall general fund on the depen
on the personal income, that’'s an objective that we
potentially could rally around, but not if it means

the higher-income groups were going to get a reduct
the expense of the middle- or lower-income groups g
an increase.

Second, the corporate tax under this tax package
as identified, would be eliminated; that a business
net-receipts tax, as previously outlined, would be
established; and that the general fund sales tax, a
portion of the sales tax going to the general fund,
also be eliminated.

There was a note that Commissioners agreed to,
that if we do not recommend the business net-receip
we would consider a recommendation to extend the st
general sales tax to services. That was outlined a
as part of the package.

In addition, as part of the package and
potentially inclusion in Sections 1 or 2, a polluti
tax on carbon-based fuels, a split-roll property ta
non-residential property, a royalty on expanded oil

drilling, the establishment of a reserve or rainy-d
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fund, with a note also that the recommendation woul
include a dedication of these funds to the general
only.
And finally, the potential establishment of a
new tax dispute resolution forum.
That tax package was agreed to by the Commission
as the structure that we would attempt to coalesce
in terms of our recommendations for Sections 1 and
Section 3 could include more than was embodied
in that tax package. And if we couldn’t reach cons
around any one of the -- all of the elements outlin
then that element could also be included in Section
And we will discuss that as we go through here.
But | think I've accurately reflected what
we had agreed the approach we would take to our
recommendation section. And we have heard from a n
of commissioners about items that they are particul
interested in as part of reform outside of this pac
as described. And we will air those, discuss those
we proceed with this meeting.
The only other thing | would say before we go
through these elements, is that we said at the last
meeting that given the potential for several new ta
the business net-receipts tax and the pollution tax

that we felt that further work, extensive work need
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be done with respect to both of those.

And | want to thank individual commissioners
Chris Edley and John Cogan, with respect to the bus
net-receipts tax, and Fred Keeley with respect to t
pollution tax. That these commissioners helped
extensively in preparing for this meeting in connec
with those two possible recommendations.

With respect to the business net-receipts tax,
we held a planning session which both commissioners
participated in, and which staff -- not only our st
but staff from the Franchise Tax Board, staff from
Board of Equalization, and individual staffs from t
legislative leaders -- participated in planning for
two public workshops on this new and quite complica
potential tax. And then we conducted public worksh
hearing from a variety of interested parties, affec
parties. And several commissioners attended those
workshops: Bill Hauck, Jennifer I1to, Edward De La
Ruben Barrales attended those workshops, as everyon
welcome to. And I thank all of you for doing that.

| also want to thank all the other commissioners
for the input that you have given extensive e-mails
all the commissioners in connection with their thou
and ideas around this.

That gives you, by way of background, the kind

iness
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of effort that has been undertaken. And you will s
posted on the Web site, the results of that effort
respect to this entire package.

And, as | said, several commissioners have
indicated a desire to consider other recommendation
we will discuss each of those in connection with th
meeting today.

Finally, we have scheduled another meeting, as
needed, on Monday at Berkeley. Not without some le
influence from our Dean of the Boalt Law School. B
do have one scheduled. And my only concern about t
is, | know that several commissioners are unable to
attend that meeting. We will certainly give them a
by phone, as we have Becky Morgan today. But we wi
need to address the fact that several commissioners
attend that meeting.

My advice would be, let's see where we are as
we get through today’s meeting, and see what is nee
between now and Monday.

And then we have a deadline of submitting our

final report on September 20 " And the Governor has

indicated that he would like to call a special sess
of the Legislature to consider the recommendations.
Inherent in that, is a full, extensive

legislative session, including extensive hearings a

ee,

with

s; and

vel of
ut we

hat

ccess

can’t

ded

ion

nd

Daniel P. Feldhaus, CSR, Inc916.682.9482

18




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

extensive additional analysis of all elements of an
recommendation that we would make.

COMMISSIONER EDLEY: Spell-checking.

CHAIR PARSKY: The dean said “Spell-checking.”

Yes, | think that’s true.

So with that framework, what I'd like to suggest
is that we work our way through this package. And
suggestion to begin, would be to turn the discussio
to, first, John Cogan and Chris Edley, who have bee
extensively involved in the analytical framework fo
potential business net-receipts tax.

But before | do that, | just want to acknowledge
and thank several members of our staff, because the
worked around the clock in an effort to put this ma
together.

| think all of you know Mike Genest, Mark Ibele,
and Phil Spilberg. All three of these people, all
whom have worked tirelessly to try to pull together
very, very complicated subject.

| also want to give special thanks to Bob Cline
of Ernst & Young, who has worked also extensively w
in connection with the business net-receipts tax.

Special thanks go to a number of members of
the Franchise Tax Board. Carl Joseph, Pat Kusiak,

Powers, and Andrea Chang, all of whom tirelessly wo

my

n over
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to pull together extensive legislative language tha
all been posted on our Web site, is available to al
commissioners with respect to these potential chang

And Pat Landingham -- is that the right way to
pronounce it? -- has done an incredible amount of w
for us in trying to give as accurate a projection o
revenues coming forward.

| can’t express enough the kind of voluntary
efforts put in by these people.

So with that, I'd like to turn this over to
John and Chris.

At the end of this presentation on these
elements of the package, all commissioners can ask
guestions, then maybe we’ll take a break, and then
will come back and let commissioners express their

on this element.

COMMISSIONER EDLEY: And then what about the

proposals?

CHAIR PARSKY: Then each of the other pieces

will be presented in the same context, with questio
and then come back and make comments. So we’ll tre
each element of the package the same, and we’ll try

get through this in the time frame allowed.

COMMISSIONER COGAN: Gerry, thank you very

much.
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Commissioners, Chris and | have been working
for the last month, as Gerry said. We tried to put
together a package that we hoped would be able to a
a unanimous recommendation by the Commission.

We've divided up the presentation of our work.
It was divided by the flip of a coin. | won, Gerry
and so | get to talk about the tax cuts, and then C
gets to talk about the tax increases.

But in going through this process, | have to say
that I've discovered why I'm not a legislator. Wri
tax policy is extraordinarily, extraordinarily diff
And as | think you'll see, in many ways, some arbit
decisions have been made, but they’re unavoidable.

But let me begin by emphasizing a point that
Chris and | mentioned in our memo to you all, and t
that we're confident that this general approach tha
are proposing is a good policy for California’s eco
But the magnitude of the change that we are conside
is so large, | don’t think there’s ever been a chan
proposed for California this large in its history,
we don't believe that we should be recommending an
up-or-down vote by the Legislature at this juncture

What we need to have is a process by which the
ramifications of the proposal are fully vetted and

the provisions of a new business tax for California
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been fully considered.
And so what we’re recommending to the Commission
is that you consider this to be a proposal for furt her

inquiry. That is, we believe that the proposal, as

offered, warrants your serious consideration and yo ur
recommendation. But the recommendation is really t 0 move
the process forward at the Legislature. We think t his
approach is very, very promising, but we realize th at it
needs a lot more vetting before it's ready for a vo te by

the Legislature.

So with that in mind, | thought | would start
with the personal income tax side of the proposal, and
then Chris would move into the discussion of the bu siness
net-receipts tax.

Chris, do you want to add anything to start off
with?

COMMISSIONER EDLEY: Thanks, John.

| certainly subscribe to exactly every word
that John just spoke.

We have put a considerable amount of time into
this. In my case, | had a lot of furlough days tha tl
could use for the purpose, even though some of that time
was taken up helping draft President Obama’s speech last
night, especially the parts about bipartisanship.

At this stage of my life, | try to avoid being

Daniel P. Feldhaus, CSR, Inc916.682.9482 2
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involved in quixotic ventures, and this surely look

like that back in October or November when Speaker
called me to talk to me about it. And | only agree
serve because it was the first thing she asked me t
and | couldn’t say no, and because of my confidence
Gerry Parsky’s leadership.

But | do think it is absolutely the case that
almost as important as putting forward a sound pack
of proposals, in my mind, is the importance of tryi
model good behavior for what strikes me as a rather
dysfunctional state of governance in Sacramento.

The spirit of bipartisan struggle that has
characterized most of our discussions, | think, is
that vein. And | certainly hope that it can hold u
we cross the finish line. But it doesn’t mean that

everybody’s going to be comfortable with what we pr

The only way to have a package that people could

feel reasonably comfortable with is if it did basic
nothing. That any effort to try to be bold, partic
bold in the policy directions that | think the Stat

for the coming decades, is going to be fraught with
uncertainty, and that produces anxiety. And it's a
going to require that people compromise their initi
strongly felt policy preconceptions. | don’t want

disparage them by calling them ideological commitme

ed
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but strong policy preconceptions.
| don’t think any of us would have been asked
to join this commission but for the fact that we ha
strong views about public policy that we've held th
our professional lives. So part of our challenge i
be willing to engage each other, recognizing that t
are those strong commitments, recognizing that ther
a lot of uncertainty, but also recognizing that the
way to move forward is to, in good faith, compromis
where compromise is hecessary and possible, provide
can have a basic level of confidence in our directi
| think that's the nature of politics, that's the n
of complex public policy-making.
John?
COMMISSIONER COGAN: Thank you, Chris.
So let me begin with our little walk-through of
the package. And then if, when we get done, if you
guestions, we can get Mark and Phil up here and joi
with us to try to answer any questions you might ha
| have a little slide deck here that Chris and
| will work off. If you'd go to page 2, that summa
the package. And we do see this as a package. Ver
important, all the parts fit together. And it woul
inappropriate to consider one part in isolation fro

others.
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And so the package really has four key tax
components and one rainy-day fund, which is not rea
tax component.

So if you go to the next slide.

Thanks, Michelle.

MS. QUINN: Is that it?

COMMISSIONER COGAN: That's it. Thanks.

So the four key tax provisions are rather
sizable and dramatic reduction in personal income t
across the board.

The second element is elimination of the
current corporate income tax code for businesses.

Third, elimination of the state sales tax.

And fourth, to achieve a revenue-neutral
package, we would replace the corporate tax and the
retail sales tax with a new “business net-receipts

So if you go two more slides.

This slide shows, after all is said and done,
how the distribution of revenues changes for the st
And there’s only one really important point to make
this chart, in my mind, and that is that the relian
the State on the personal income tax, which is the
volatile part of our revenue system, declines by ab
30 percent. And so the bulk of what we achieve in

reductions in volatility comes from reducing the re
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by the State on the personal income tax and then, t
extent, on the corporate income tax, but primarily,
the personal income tax side.

How much volatility reduction do we get? The
next chart shows how much we get.

What this shows is the variance in State
revenues, estimated what they would be under the pr
plan, or the plan under consideration, compared to
they actually have been over the period -- | think
1996 to 2007. And what this shows, is that we woul
achieve a 42 percent reduction in the variance in i
tax revenues or state tax revenues over this ten-ye
period. And so the reduction in volatility is quit
extraordinary.

So if we go to the next slide -- yes?

0 some

on

oposed
what

it's

ncome

ar

COMMISSIONER DE LA ROSA: Can | ask a question?

CHAIR PARSKY: Yes.

COMMISSIONER DE LA ROSA: Is that the volatility

of the PIT only or of all state tax revenues?

COMMISSIONER COGAN: All state tax revenues.

COMMISSIONER DE LA ROSA: Thank you.

COMMISSIONER COGAN: All right.

COMMISSIONER BOSKIN: Measured at the
coefficient of variation, which is the standard dev

divided by the median.

iation
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COMMISSIONER COGAN: Thank you, Michael.
COMMISSIONER DE LA ROSA: | knew that.
CHAIR PARSKY: From one economist, that
clarifies it.
COMMISSIONER COGAN: Okay, so if we go to the
next, the next slide describes what we have in mind
the personal income tax. We would replace the curr
complex code with a two-rate system, really a three
system.
But the first rate would be 2.75 percent for
taxable income, up to $28,000 for single individual
$56,000 for joint filers.
CHAIR PARSKY: Michelle, could you just go back
one more page?
COMMISSIONER COGAN: One more, Michelle.
CHAIR PARSKY: | think you have to go back
one page.
COMMISSIONER COGAN: One more.
CHAIR PARSKY: There you are. Stay right there.
COMMISSIONER COGAN: Okay, got it?
CHAIR PARSKY: Yes.
COMMISSIONER COGAN: In any event, then we
would replace all of the current tax deductions and
credits that are in the California personal income

code, with a more simple approach. For single

for
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individuals, we’'d have a standard deduction of $22,
and for joint filers, a standard deduction of $45,0

So a way to think about this is that, for a
joint filer, your first $45,000 dollars of income i
nontaxable. Then the next $56,000 of income, bring
you up to over $100,000 of income, would be subject
2.75 percent tax rate.

For joint filers above that $100,000 or
$101,000 threshold, you would pay a 6.5 percent rat
taxation.

We would retain the constitutional 1 percentage
point addition to the personal income tax code. So
so-called “millionaire’s tax” would be retained in
code. So for those with incomes in excess of a mil
they would be subiject to that tax.

As | said, we would sweep away the current
credits and deductions that are in the code, except
three: Mortgage interest, property taxes, and char
contributions. In addition, above the line, employ
benefits, would continue to be excluded from the ta
system as they are now.

But at the end of the day, you'd have
essentially a three-rate system with very few deduc
and no credits. And our hope here is to achieve a

very simplified tax code, one where you could reall
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out your taxes on a single piece of paper, if not a
postcard.

As you know, many on this commission had the
idea initially of a flat tax. We moved away from t
flat tax, as Chris said, in the interest of achievi
some compromise among the various groups. We heard
very strong feelings from people about maintaining
progressivity in the code.

And so let me turn to the next slide --
Michelle -- which summarizes the tax reductions tha
plan would achieve for various AGI groups. And the
are two messages from this.

If you look at the column labeled, “Percentage
Reduction,” you will see that each and every AGI gr
receives a reduction in their income tax liability.
if you look at the groups from $75,000 and above, i
pretty much a constant reduction of around 29 to
30 percent across those groups. So these reduction
substantial, they’re broad-based, and they apply to
and every income group.

Essentially, this tax change on the personal
side that we’'ve proposed preserves the existing deg
of progressivity in the code. That is, we have
constructed a package that reduces volatility in th

code by lessening the State’s reliance on the perso
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income tax as a source of revenue rather than reduc ing
the proportion of personal income taxes that are pa id by
the highest income groups.

And so the goal here in constructing this

package -- and | think it's a goal that Chris share S --
was to try to get a package that would be acceptabl eto
all of you. And we ended up with one that retains the

degree of progressivity in the current code.

And | would say this: There are many people

that point to the fact that if you look at people o ver
$200,000 of income, they pay 50 percent of all of t he
personal income taxes at the current code. Under o ur
revised proposal, those individuals will amount to about
3 percent of all taxpayers would continue to have t he
burden of about 50 percent of the personal income t axes

paid in California.

And so with that, let me stop and turn it over
to Chris for any comments he wants to make on the p ersonal
income tax side, and then to describe a little bit the
new business net-receipts tax.

Chris?

COMMISSIONER EDLEY: Let me make two or three
points.

One is that while | have never been a subscriber

to the flat tax as a matter of policy, | do, as a g eneral
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matter, think that lower marginal rates are better

economic policy. Fewer distortions, better incenti ves
for growth. So | think the reduction in the margin al
rates is something to be celebrated. That's point

number one.

Point number two is, while I'm fully satisfied

with the distributional impact of these changes in the
PIT, there remains the question of the distribution al
impact of the package as a whole. And | hope, Gerr Y,
we’ll get to talk about that a little bit more in t hese
conversations. We don’t have all the data yet, to be
candid about it. But just on its face, my concern would
be that the PIT is fine; but by implementing a BNRT and

eliminating the corporate tax, there is a chance,

depending upon your theory about the incidence of t hese
various taxes, there is a chance of losing some of the
progressivity of the tax system as a whole. We don 't
know for sure. And | think even when we have more data,

it's still going to be largely guesswork as to the
magnitudes involved because there is so much myster y
about the ultimate incidence of these various taxes

Having said that, | would at least like to
personally reserve the possibility of coming back t o the
package as a whole, to tweak it in various places,

perhaps in the PIT, to ensure that, especially from the
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perspective of, if you will, the blue-collar segmen
the income distribution, our progressivity goals ar
achieved.
And finally, we have not done as much as some
would like in terms of making it flat. We have not
as much as some would like in terms of -- | think M
is going to talk later about the value of trying to
everybody into the income-tax system; and we have n
we’ve not achieved that. But I think we’ve achieve
lot in the package, as a whole, that | hope speaks
full spectrum of views on the Commission.
Let me plunge into the BNRT quickly, so that
we can get to the discussion, if you will. | think
changes in the sales tax, sales and use tax are pre
straightforward. We don’t need to review that.
The change in the corporate tax is pretty
straightforward. We don’t need to dwell on that be
we would simply eliminate it if, indeed, we can rea
agreement on the BNRT as a substitute revenue sourc
So here’s the notion of the BNRT, which is a
form of subtraction method VAT. So as we’ve discus
repeatedly, the basic form of it is to take all gro
receipts from all sources, and subtract -- that is
say, take a deduction for all purchases from other

businesses and then apply the BNRT rate.
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Now, just not to hide the ball, we estimate --
the best estimate we have at this point for the pac
as a whole to balance out and be revenue-neutral, f
to achieve the reductions that John just described
PIT, eliminate the bulk of the sales tax, the corpo
tax, we would need a BNRT rate of approximately
4.2 percent. Approximately 4.2 percent.

Importantly, this would apply to all businesses,
doing business in California. In other words, it w
apply to businesses even if they are, under current
pass-through entities. So it would apply to partne
LLCs, S-corps. All business entities would pay the
business net-receipts tax.

Nonresident firms would pay the business
net-receipts tax on their apportioned California re
and less their apportioned deductions. Nonresident
would be subject to an economic-presence test, whic
are reasonably confident will pass Supreme Court mu

Using the unitary method, so that related
entities would be grouped together for BNRT purpose
important purpose of the unitary-method test is to
sure that there’s some sense to the filing threshol
the liability thresholds.

And are those on the next page? No.

So just to mention those.
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What we have in mind is a liability threshold
of $250,000 in net receipts and a filing threshold
$500,000 in gross receipts. So to unpack that.
If you're a small business with less than
$500,000 in gross receipts, you don’t even need to
and there’s no minimum tax. End of discussion.
If you have more than $500,000 in gross
receipts, then you have to file, and you will have
liability if your net receipts exceed $250,000. An
again, those same thresholds apply to the apportion
California elements of a multistate or a multinatio
firm.
For that apportionment, John and | are proposing
the single-factor sales apportionment that was adop
the Legislature a couple of years ago, would becomi
effective in, what, 20117
COMMISSIONER COGAN: Right.
COMMISSIONER EDLEY: So, anyway, we're just
sticking with that policy adjustment that the Legis
made so recently.
We are proposing that the R & D credit that is
a part of the current corporate tax, be included in
modified form in the business net-receipts tax.
And let me be clear about this: While | think

John and | agree that we should eschew tax expendit
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and designated revenue streams going to particular
purposes, et cetera, as a commission, we viewed the
tax credit as somewhat different for a couple of re
Not just that it's in current code, because lots of
are in current credit code that we’re getting rid o
but also because we think in the California economy
importance of start-up firms and venture capital an
high-tech and so forth, the R & D tax credit in
combination with this small business attention that
given through the $500,000 filing threshold and the
$250,000 liability threshold will be both substanti
and politically useful in the package as a whole.

Now, let me turn to the very important and
complicated issue of the phase-in, because | think
is what we’'ve struggled with a lot, trying to addre
both the issues of equity from the standpoint of bu
taxpayers, the issue of administrative burden for
taxpayers, and our uncertainty -- our necessary
uncertainty, our unavoidable uncertainty about the
revenues that will be produced by the BNRT in compa
with current law.

So the phase-in that we're proposing is that a
phase-in over a five-year period beginning in 2012
in Year 1, a BNRT rate of 1.6 percent, which we est

will be sufficient to eliminate the corporate incom
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and make a significant down payment on reductions i
personal income tax rates, plus some wiggle room.
then that BNRT rate would increase each year until
finally set in Year 5. Period, paragraph.

During the course of a year, we have the
ability to adjust the sales tax midyear, third or f
quarter, in order to -- as a safety valve, if it's
necessary, to true-up the revenue that’s being prod
to meet the start of fiscal-year projections in the
budget.

Let me just kind of repeat that idea. The
notion is that in a given year -- let's say Year 3
if the BNRT, established by statute for that year,
not producing revenue adequate to make the package
generate the revenue that current law would have
generated, predictably, then the sales tax would be
adjusted -- the state component of the sales tax wo
be adjusted in the third or fourth quarter in order
generate any needed revenues to make sure that the
package is revenue-neutral in that year, and that w
not underperforming in the production of revenue.

And then finally, | think what we’d like -- |
want to confirm with Mark and Phil and John -- but
believe where we left it, was that the notion that

final BNRT rate in Year 5 would be established, inf

n the
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by the data from the first three years of tax-retur
from the income tax, the sales tax, and the BNRT, t
sure that we are still revenue-neutral as a package
that the final BNRT rate is producing what we need
order to be revenue-neutral on the downside as well
the upside.

So what we’ve tried to build in here is a
phase-in structure that will produce the revenues a
promised, while giving taxpayers and the administra
system the time needed in order to adjust.

A couple of little details:

Net operating loss carry-forwards, which are
important to many businesses, the notion is that th
would be used during this period and they would die
That's to say, your net operating losses accumulate
under the corporate income tax would wither away ov
this five years as the corporate tax itself disappe
There would be carry-forwards under the BNRT. Diff
tax, still the possibility of.

Now, maybe | — should | subside there, and
we’ll get into the details -- more details in the
conversation?

Mark or Phil, any big things about the BNRT |
should put out on the table at this point, or, Gerr

before we get to the discussion?
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CHAIR PARSKY: The only other thing | would add

there, and then | just want to cover one other elem ent,
is that it is contemplated in this transition perio d
which, as Chris mentioned, wouldn’t start until 201 2,
that in the first year, the corporate income tax wo uld
have been eliminated. And, therefore, the use of t he
tax -- of any NOLs wouldn’t be usable against that tax,

which will have been gone.

And so what we are contemplating or what we

are suggesting for review by the Legislature, is th at we
would allow those companies that had accumulated lo sses
to continue to utilize them over a 20-year period a gainst
the BNRT, with a limitation that the BNRT liability ,in

any given year, wouldn’t be reduced by more than
5 percent. That's a way in which we would accommod ate,
if you will -- or suggest accommodating those busin esses
that had accumulated NOLSs.

COMMISSIONER EDLEY: Can I just -- and let me
just say a little bit about the reasoning there.

We heard from so many witnesses and in so many
letters about the importance of these NOLs on balan ce
sheets, especially in the high-tech field and for
start-ups, that we were loathe to kind of wipe out that,
at least balance-sheet value wholesale.

On the other hand, we are transitioning to a
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new form of tax. And NOLs will continue to be avai lable
for federal tax liability purposes. So what we're really
trying to do here is strike a balance in the equiti es.

That's all there is to it.

And, look, let me say something -- if | can
put my -- speaking as a Democrat, why this --

CHAIR PARSKY: You're a Democrat? Are you a
Democrat?

COMMISSIONER EDLEY: Believe me, yes, | am --
and not one of those blue-dog Democrats, either. | 'ma
real Democrat.

In fact, I'm a tax-and-spend Democrat, but...

So here’s why | like the BNRT -- and I'm

speaking to my Democratic colleagues here: First o fall,
| think it's good economics to have a VAT as oppose dto a
profits tax.

Secondly, | think it's good economics to have a

lower marginal rate than our current corporate tax does.
Third, | think it's great politics for Democrats

to vote to eliminate the corporate income tax, espe cially

if it's in the context in which the aggregate

progressivity of the tax structure can be maintaine d.
Fifth -- fifth? Fifth, frankly, this is the

only part of the package that, to me, speaks to the

215" century, because it's broadening the tax base to
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include services, which we know is going to be the
part of the economy, and doing so at a low tax rate
so in a way that is neutral with respect to the for

the business, to reduce the gaming that occurs as b
partnerships and LLCs and S corps and C corps and s
forth. And | would wager that, while Europe has be
using a VAT forever -- the world has been using VAT
forever, the U.S. is not, but | believe that this i

future. Certainly on the commercial, on the busine
side, and ultimately, | hope on the individual side

So for all of those reasons, as a Democrat, | think

this package makes a great deal of sense.

CHAIR PARSKY: Just one other comment | would

make, or make sure that people keep in mind. The p
approach is gradual. It's over a five-year period.
obviously, if the Commission chooses to recommend t
it's a recommendation for the Legislature to go thr
extensive hearings on a subject that is new and is
transforming.

The only other thing | would add before we turn
to questions, as part of this part of the package,
had discussions back and forth -- and there are ver
different views on this Commission -- on the subjec
volatility, and whether or not volatility can be ad

on the revenue side, i.e., of the personal income t
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being the most, the largest component, and the
capital-gains part, along with bonuses and stock op
as contributing the most to that side; and, on the
hand, the expenditure side, in particular, the crea

a reserve fund.

Rather than continue the debate in terms of
one or the other, part of this package is the next
on this screen, and would be included if the Commis
SO supported as in Section 2 of the recommendations
the establishment in conjunction with this new syst
a rainy-day fund, because | don’t think anyone beli
that the recommendations made will eliminate all
volatility.

You saw the chart that would show how volatility
could be reduced, but we still will have within the
personal income tax, for instance, capital gains an
stock options and bonuses that may fluctuate as the
economy fluctuates. So part of the package and par
the recommendation is the establishment of a clear,
strong rainy-day fund as outlined, and is further o
in some detail.

So we would increase the target for the reserve
from 5 percent of revenues to 12%2 percent of revenu
Require the revenues above a ten-year trend to be

deposited into reserve. Restrict the Governor’'s ab
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to suspend transfers in the reserve. Transfers int
reserve could only be suspended when revenues are
insufficient to provide spending at the prior year’
level, adjusted for the changes in population and
inflation. Create more stringent controls for the
withdrawal of reserve funds. Reserve funds could o
be used for natural disasters and to maintain spend
levels -- spending at prior year’s level, adjusted
changes in population and inflation.

And this recommendation, which we would hope
and urge that the Legislature vote to place on the
for a constitutional change, would be part of the p
that we would request.

And so in combination with the changes made in
the personal income tax, | think the recommendation
go a long way, if you will, if not get to almost pa
with removing volatility from our system, and allow
policymakers to, with a high level of precision, pr
the availability of funds over periods of time in t
general fund, out of which it's their responsibilit
decide how money would be spent. That's this part
package.

Okay, let’s just pause. And let’s ask
commissioners -- let’s divide up our dialogue into

of two parts. Let’s start with questions.
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And I'll ask the representatives of the
Franchise Tax Board -- Mark, Phil, Mike -- to be av
where John, Chris, certainly | won't be able to ans
guestions.

And, Becky, you'll be given permission, too,
as we go through this. If you would just hold on f
little bit, we will see who around the table have

guestions.

COMMISSIONER MORGAN: I'm still here. | have

two questions when it's my turn.
CHAIR PARSKY: We’'ll call on you for sure.
We'll start with Monica.
COMMISSIONER LOZANO: Thank you, Gerry.
And I'll save my observations and comments for
that section. But | do just want to recognize all
hard work that’'s gone into this and thank those of

that led us through the presentation.

So because the reduction in the personal income

tax works in tandem with the new business net-recei
tax, I've got questions about how the rates were se
Because -- and John, this is probably for you or ou
speakers -- so it's 2% and 6% on the PIT, but the
materials that we’ve gotten as it relates to the bu
has gone from 3 to 4%z to 4.2. And so it appears th
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are modifying the business net-receipts rates to fi
But if you could just help me understand how you ar
setting these rates, what the ultimate goal is, obv
is to maintain neutrality on the revenue side. But
spend some time on rate-setting, please.
COMMISSIONER COGAN: Thank you, Monica.
| don’t think there was a conscious decision
to start with a 6.5 percent rate and then figure ou
residually what the BNRT rate would be.
The problem with the BNRT rate -- and this is
a concern, | think, that everybody has -- is that t
an awful lot of uncertainty about what the estimate
and how certain we are about the estimate that we'v
up with. What we have right now is a preliminary
estimate.
The preliminary estimate is, as you said, right
now in the range of a little bit above 4 or 4.2. B
the estimators go back and review it in the context
the rest of the package, if that rate rises, that w
be a cause for very serious concern about the BNRT.
The benefit of the BNRT is that it's a broad
base and, more importantly, a low rate.
The concern that a lot of commissioners have
is if that rate starts creeping up, then you have w

away the major economic benefit of the package.
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And so as far as I'm concerned, if as the staff
finalizes that rate estimate, if that rate were to
to creep up significantly, | think we’d have to go
and look at other parts of the package, which might
include the income tax rates. But where we stand r
now -- and | know an awful lot of work has gone int
is to try to get a reasonably solid estimate of the
rate. And it's somewhere in the neighborhood now,
think, of 4.2. Maybe a little bit less, maybe a li
bit more. But you can see the uncertainty. It's n

nailed down.

COMMISSIONER LOZANO: So, and | worry about the

adjusting along the way. Because one thing | heard
say is that, in fact, we would use the sales tax to
in any resulting lower revenues being collected.
And so as this thing plays out -- and |
understand there’s a transition period -- I'm parti
concerned about not having set a rate, or at least
consensus within the group that should it go beyond
certain point, we’d bring the entire package. Beca
all has to work in tandem, I'm very concerned about
CHAIR PARSKY: One thing | would say about the
process that was undertaken with respect to the per
income tax, we started with the goal -- with severa

goals: Simplification and reducing the overall dep
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that the general fund has on the PIT, and then adde
it everyone getting a reduction.

And so the variables in that equation relate
to: Are you going to retain deductions and credits
not simplify things? How are you going to set the
standard deduction? And how are you going to set t
rates, the three rates?

And so they are variables. And each time you've
got a run, if you will, on what impact you had to a
were we accomplishing all of those goals. And this
where we settled on a proposal that would accomplis
of those goals. And we went through a myriad of di
iterations, many of which got increases for some le
and left. So it wasn't -- | mean, it was all aroun
objectives.

The BNRT rate, if you will, drives a lot of
concern for those of us that have looked at it beca
the uncertainty of predicting a new form. That's w
transition is so important, that's why we have been
thinking about how we could potentially embody an e
to reevaluate the interplay between the sales and t
BNRT. But you've identified -- but that's how the
personal income tax rates were determined.

COMMISSIONER EDLEY: So lwantto tell a

different story. Some of this has a nice Rashomon
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of quality to it. So here’s what | thought | was
experiencing. What I thought | was experiencing wa
a bunch of whackos to the right, like Parsky, said
wanted as flat a tax as possible, as simple a tax a
possible, with marginal rates as low as possible.
CHAIR PARSKY: You people up there, don't use
the word “whacko,” unless you put a smile around it
the media.
COMMISSIONER EDLEY: W-H-A-C-K- --no, so --
right.
And so then what | was saying is, ook, you can
have as much of that as you want, provided you don’
damage to progressivity, which was the main horse t
| was fighting with.
So Gerry very -- doing very well said, “Okay,
let's come up with some options, and let’'s see how
of the simplification, and how much of the rate red
we can do, conditioned upon making sure that everyb
gets a tax cut, and overall progressivity is sort o
the ballpark.”
And so | really see it as -- | really see where
we came out as the product of these balancing of va
to --
CHAIR PARSKY: And I will now let Michael Boskin

talk about how | damaged him in this process.
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But go right ahead.
COMMISSIONER BOSKIN: I'm going to save that
for the second set of generics. I’'m going to honor
request and stick to specific questions.
But | think | can help answer why the sales tax
is the wiggle factor. It's the only tax that's eas
adjusted late in the tax year.
CHAIR PARSKY: That's right.
COMMISSIONER BOSKIN: So, for example, in the
third quarter and the BNRT is raised, it looks like
going to be a little bit short, you can have the sa
tax come down a quarter percent rather than a half
right, without having it go up and, therefore, be a
increase and get into all that sort of stuff.
COMMISSIONER EDLEY: As opposed to the lag that
the income tax filing --
COMMISSIONER BOSKIN: So, now, there’s still
the issue at the end of five years of this BNRT rat
that's a clarification.
But picking up on what Monica said, you know,
we are met at a time of revenue collapse and great
stress, and we are charged with dealing with kind o
long-run tax structure. And I think, inevitably, w
been heavily influenced by the climate in which the

has found itself in recent times, sadly, for variou
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reasons. We might not agree on all the reasons, bu
of them are pretty self-evident.
But it seems to me one of the things that’s
important as we look out to something that’s going
start in 2012 -- which hopefully will be pretty clo
normal economic times rather than late in a recessi
early in a recovery or something of that sort; and
years, a five-year phase-in and going forward and a
sort of stuff -- is to contemplate that things migh
very different than you're thinking about now.
So my first question is, what happens if the
BNRT or any of these other things produce more reve
than was projected? All the attention has been on
happens if it's less.
COMMISSIONER COGAN: So the idea might --
COMMISSIONER BOSKIN: Butit's only if it's
above a ten-year trend line, and so it's unclear if
projection is equal to the ten-year trend line.
So if the projection is below the ten-year
trend line, you could produce more and it won't go
the rainy-day fund. So | think we need some clarif

of that.

COMMISSIONER COGAN: So | think what we tried

to do is whatever that revenue-neutral amount is th

project -- and | think it would be as under the cur

t some

to
seto
on or
the

Il that

t be

nue

what

the

into

ication

at we

rent

Daniel P. Feldhaus, CSR, Inc916.682.9482

49




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

system, adjusted year by year for economic conditio ns --
| think the slack variable has to be the sales tax rate.
And that is, if we’re producing more revenue -- and | get
your point -- if we're producing more revenue than we
have estimated, then the question becomes, should t he
priority be to reduce the sales tax or put the mone y into

the rainy-day fund.
Now, from my standpoint, | would have the sales
tax reduction during that transition period. That’ S just
one commissioner. It's a very good question.
COMMISSIONER BOSKIN: And there’s also the
guestion at the end.
COMMISSIONER EDLEY: Before we get to the end —
COMMISSIONER BOSKIN: There’s also the question
at the end.
COMMISSIONER EDLEY: Before we get to the end,

it seems to me that just as a matter of legislative

procedure, if we want a package that can be adopted by a
majority vote, that it's going to have to be scored as
revenue-neutral over the scoring window, which | th ink
means the barometer is -- so the barometer is wheth er or
not our package is producing the revenues that, at the
beginning of the year, one would have forecast unde r
current law. And if that turns out to be high -- | mean,
if what current law would have produced is above th e
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ten-year average, then, it seems to me, it would go
the rainy-day fund. Because what we've said is, it
going to be revenue-neutral with respect to current
If current law were going to generate a surplus, qu
unquote, then our package would produce that same s
A rainy-day provision is what tells us that you
don’t spend it, you put it into the rainy-day fund.
COMMISSIONER BOSKIN: | think that's great, but
| really think it has to be laid out because both t
current law and the alternative less-volatile propo
are very still quite sensitive to economic issues.
we can try to sort of lay that out.
CHAIR PARSKY: True.
COMMISSIONER BOSKIN: I have another quick
comment.
CHAIR PARSKY: Proceed.
COMMISSIONER BOSKIN: Number one, | take it
from the write-up that we have settled on expensing
than depreciation?

CHAIR PARSKY: Yes.

COMMISSIONER BOSKIN: Just to make that clear.

Third, it would really appreciate --
CHAIR PARSKY: | should say “settled,” that
it's recommended.

COMMISSIONER BOSKIN: Settled in our estimate,

into

law.
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as part of the recommendation.
CHAIR PARSKY: Right.
COMMISSIONER BOSKIN: Not that it's law.
COMMISSIONER EDLEY: And, of course, no
deduction for depreciation. So expensing initially
then no deduction for depreciation.
COMMISSIONER BOSKIN: So then there’s a
statement in here in describing fairness that we’'ve
reduced the number of taxpayers. Could somebody pl
explain that calculation to me? You're talking abo
there will be several hundred thousand more busines
entities that are now filing -- they’re either tax
collectors if they pass it forward, or taxpayers, i
they’re bearing part of it. Is that what you have
mind? But we’re not counting the many millions of
that are being removed from the sales tax rolls sup
the general fund?
Referring to under “fairness.” Under
“fairness,” there’s a statement that there will be
increase in the number of taxpayers.
MR. IBELE: That should apply to the personal
income tax.
COMMISSIONER BOSKIN: Okay, okay.
| would like to see a calculation before | vote

on anything of the number of Californians and the f
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of Californians who are not paying -- who will not,
our proposal, pay either income taxes or general fu
sales taxes. | asked for that before, and it seems
to get produced.

CHAIR PARSKY: We should definitely provide
that.

| would also say that in the exchange back and
forth during the course of the last several months,
number of commissioners had requested that we inclu
in the personal income tax recommendation that ther
established a minimum tax that everyone in Californ
should pay. There is a large percentage of Califor
under the current system and under the proposed sys
that would not pay tax. And a number of commission
recommended that.

We, collectively, have not recommended that
for this package. And, again, it was part of a des
on our part -- Chris, John, and I -- to put somethi
forward that we hoped everyone could coalesce aroun
recognizing that purity wasn’t possible for each an
every commissioner.

Okay, next, Jennifer?

And these are questions.

COMMISSIONER ITO: Right. And I just want to

appreciate, again, the time and effort you guys hav
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into this. And I've been going -- approaching this with

an open mind. And I still have a couple questions. I

have two questions in particular just to put out th ere.

| mean, the perspective that | come, and my concern s and
my tentativeness about supporting something around which
there’s a lot of risk and uncertainty, my concern i S more

thinking about the revenue impacts in the ten and
20 years. And my concern being on the flip of Mich ael is
about the unintended consequences of shifting from a tax

structure shifted away from income and more towards

consumption and where we’re going as an economy and as a
nation, if we're moving away from consumption and m ore
towards savings. My concerns come from more of wha t's
happening with the -- what is going to happen with the

underlying economy.

And so my one question is around, so are we

saying that at the end -- so I'm not as concerned w ith
the five-year transition, but my question is, are w e
saying that at the end of five years, that's when w e'll
set the rate for the business net-receipts tax and it

will be fixed from there?

COMMISSIONER COGAN: Well, I can tell you the
way | was thinking about it, is that we would set a n
ultimate business tax rate in what we send to the

Governor and the Legislature, and treat that as our best
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recommendation at this point. But not to leave it
something to be determined by the Legislature and t
Governor.
And so our recommendation would be for a
specific -- and | would hope it to be sort of an up
limit on any BNRT that we would think would be acce
And my sense is, by the way, after five years,
at that point we should have the experience at that
to know whether this thing is working. And if it's
producing the kind of revenues -- if it's falling s
of the revenues that the current system would produ
then | would think there would be a complete relook
whether this is, in fact, the right way to go or wh

adjustments have to be made in the code. That's my

COMMISSIONER EDLEY: | have a slightly different

view, perhaps. And | would really like to hear fro
staff on this.
The way | think about it is that suppose that
we’re at the start of Year 5, and we're looking bac
the data from Years 1, 2, and 3, including the inco
PIT data and the corporate income tax data, and so
so we have a pretty good sense now of how all these
things interrelate in practice as opposed to modeli
at least a better sense. And let’s say the BNRT is

underperforming. Then your choices are to build in
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legislation something automatic, so that you plus-u
BNRT rate to hit the mark. That's Option 1.

Option 2 would be, you plus-up revenues with
the sales tax or the corporate income tax, or some
of the corporate income tax, such as a surtax on fe
corporate income tax. You compute your corporate i
tax anyway, for federal purposes, just multiply by
something, and that would go to the State to try to
the revenues in line.

Or Option 3, sunset the whole thing and make
the Legislature go back to square one.

Now, so sort of as between those, | thought the
simplest thing would be to build into this an autom
mechanism so that the BNRT rate might be moved up o
by some limited amount in order to level things out
| can imagine those other two options, and I'm real
kind of agnostic as between them. | would not fidd
the PIT. It would have to be one of the taxes, | s
that’s imposed on business entities; hence, either
sales tax or something related to the federal corpo
tax liability.

And let me just say, | would link it to the
federal corporate income tax liability because thes
are going to have to fill that out, anyway -- at le

ones that are not pass-throughs would not have to f

p the

form
deral
ncome
.2 or

get

atic

r down

. But

ly

le with
uppose,
the

rate

e firms
ast the

Daniel P. Feldhaus, CSR, Inc916.682.9482

56




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

that out, anyway.

| mean, nothing is perfect, but | just don’t
see how to --

CHAIR PARSKY: Well, one thing to think about,
a phase-in program that would work something along
following lines:

In Year 1, we would make a determination on
the level of BNRT rate that we would anticipate wou
necessary to deal with the complete program in the
2012. That's a year that specific data and project
will have already been made by the Department of Fi
That will result in a rate not yet to be finalized,
around 4 percent, maybe a little bit less.

We'll have to see what that is. Let’s just say
for argument’s sake that the conclusion is 4 percen
And we would suggest to the Legislature for further
effort, that getting to that rate, from our standpo
needs to be done on a phased approach to all of the
taxes over five years.

And in Year 1, we would seek the elimination of
the corporate tax entirely, costing “X.” Let’s jus
for argument’s sake, that that is between $9.5 bill
and $10 billion -- we’ll have to refine that -- and
down payment on the reduction in the personal incom

leaving the current system in place but just giving
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reduction in everyone’s taxes as currently set, as
didn’t make any change, of about 20 percent. That
cost -- and the estimate would be somewhere in the

of $3 billion or $3.2 billion as --

COMMISSIONER BOSKIN: That's 20 percent of our

reduction, not 20 percent of their current tax liab

CHAIR PARSKY: No, 20 percent of the reduction

we ultimately would be seeking. The $15 billion th
shown here.

And 1 percent of the 5 on the sales and use
tax. That would result in a much lower rate in tha
than the 4 percent that we would ultimately say is
targeted.

It might result in this 1.6 that you mentioned.
We have to refine that. But it would be a very low

And in Year 2, we would have the same sort of
system: A down payment on the reduction in the per
income tax, and the potential for another reduction
1 percent in the sales and use tax. And at each po
in that cycle, or in that year, we have this flexib
on the adjustments in sales and use tax to see.

Year 3, we would put in place the, quote, new
system on the personal income tax, and we would hav
another potential 1 percent reduction in the sales

use tax, with some element of flexibility. That wo
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have left us with 2 percent left for Years 4 and 5
sales and use tax to be reduced, and an incremental
of rate to be put in place for the business net-rec
tax.
We could at that point recommend that a
disinterested tax group make an evaluation of the r
that have come in and not, and make a recommendatio
respect to how to get to the ultimate rate on the B
and the sales and use tax which are left to be adju
Now, Michael’s point isn’t quite dealt with,
either in Years 4 or 5, which is what happens if th
revenues of the BNRT are so much greater than antic

and it doesn’t get picked up, if you will, in the

definition of the “ rainy-day fund " Some of your

colleagues may like that a lot, but it's not dealt
precisely.

But | do think we need to suggest -- the
Legislature is going to refine this, without any qu
But | think we should suggest the sensitivity we ha
the lack of precision on predictability of how the
on the BNRT would work in producing revenue. And |
there will be concerns from the business community,
other commissioners, that suggesting that the rate
BNRT would get above a certain level, that will cau
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And the Legislature, in their infinite wisdom,
they obviously can do what they wish. But from thi S
Commission’s standpoint, | think we should be sensi tive
on that subject.

On the other hand, we also want to be sensitive

on the fact that we need to produce a revenue-neutr al
set of recommendations. So | think we need to thin k
about that.

COMMISSIONER BOSKIN: 1 couldn’'t agree more.

| think Jennifer and Monica made very important

and useful points. | would add that even if we did not
have a BNRT -- this is made much worse, or much mor e -—
“worse” is a bad word -- it's much more salient bec ause

this is a new tax and there’s more uncertainty.
CHAIR PARSKY: Yes.
COMMISSIONER BOSKIN: But even if we just had,

as an alternate proposal, extend the sales tax to

services and reduce the corporate rate and the inco me tax
rates down to something like other states, rather t han
being outlier, go to the median. That would be a m uch
less radical proposal, would help reduce volatility , do
some of these other things. We’d still have the sa me
thing because we’re not sure what would happen out there.

COMMISSIONER EDLEY: Right.

COMMISSIONER BOSKIN: So the Legislature would

Daniel P. Feldhaus, CSR, Inc916.682.9482 60




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

still have to true something up and raise or lower
it, whatever the pressures would be.

COMMISSIONER EDLEY: Can | try, Gerry?

It seems -- | think there are three buckets of
issues here.

One question is, what do you do about
underperformance or overperformance of the BNRT rel
to current law; right? So that’s the revenue-neutr
issue.

The second question is, what do you do about
underperformance or overperformance of the package
relative to the ten-year average? That's the rainy
fund issue.

COMMISSIONER BOSKIN: Right.

COMMISSIONER EDLEY: The third question is,
if you've got a problem with respect to Category 1,
revenue-neutrality criteria, how do you do the true
or the true-down in order to get back to revenue
neutrality? And that's how, as in using which tax
on which tax, and how in terms of institutionally w
the authority to do it. So that’s kind of 1, 2, 3A
in my mind.

And what | was suggesting in response to
Michael’s earlier point, is that if current law out

Year 4 would have produced a boon in revenue becaus
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we’ve had the Obama surge --

CHAIR PARSKY: Be careful.

COMMISSIONER EDLEY: Okay, Year 2, the Obama
surge, okay. All right, so --

CHAIR PARSKY: Put that in the “wacky” category

up there.

COMMISSIONER EDLEY: Okay, soin Year 3, we
have a surge in revenue under current law but not u nder,
with our package, then | think you have to true-up the
rates in our package somehow in order to mirror cur rent
law, and then put the excess above the ten-year ave rage

into the rainy-day fund.
COMMISSIONER BOSKIN: But this is all designed,
however, to be kind of neutral over the business cy cle.
COMMISSIONER EDLEY: That's right.

COMMISSIONER BOSKIN: So | don't think you can

say, there’s a boom. God, we really have buyer’s r emorse
now. We have a more stable tax structure, so there 'S not
a huge amount of revenue flowing in from capital ga ins

and stock options, so we have to raise other tax ra tes.

COMMISSIONER EDLEY: Well, no.

COMMISSIONER BOSKIN: Suppose there's a
double-dip. We won't blame it on Obama. Just supp ose it
happens, okay? Then what are you going to do? The

revenues collapse further, but they’re going to be more
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under our proposal than they would have been. Are
going to then start cutting our proposal? | think

totally symmetric. | think you can’t get into that

COMMISSIONER EDLEY: Well, but what do we do

about the requirement of revenue neutrality over th

scoring window?

(Commissioner Pringle entered the hearing room.)

CHAIR PARSKY: I just would separate in your

mind the need for revenue neutrality that the Legis
may decide to do for purposes of voting from -- let
just say that the -- because that’s a projection.

have to determine, based on the proposal, whether o
a one-year period or a three-year period or a five-
period, whatever they determine they believe is
revenue-neutral, then they can decide how they want
vote. Separate that from actual performance that o
once the law is enacted. And that is an issue that
think a recommendation needs to take into account
adjustments if we were wrong, not because of revenu
neutrality, but we were wrong on the amount of reve
that was to be generated. And you can have a varia
in the transition period to get there. If at the e

five years, fully phased in, there was nothing wron

in the next five years something happened, the Legi

would have to act as they are forced to do now.
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So | just would separate out the issue of

revenue neutrality as determined from the beginning from
some pause at the end of three years or some pause where,
because of the uncertainty of this tax, somebody wo uld
need to determine the balance of the implementation of

the phase-in program, in order to try to achieve th e

level of revenue that you anticipated.

COMMISSIONER EDLEY: This is really hard. It
may be time for a break.

CHAIR PARSKY: Okay, well, let’s just finish
some questions.

And then, Jennifer, did you have --

COMMISSIONER ITO: No.

CHAIR PARSKY: Edward?

COMMISSIONER DE LA ROSA: Thank you, Chairman.

And thank you also Commissioners Cogan and Edley fo rall
the work that you did, for this package. It's a gr eat
structure. And I'm not sure exactly how we’re goin gto
arrive at a consensus, and I'm sure that many parts of the
package are going to be discussed today, and I'm co unting

on Monday as well. But | had a question about one
particular part of it -- well, let me back up.
I’'m very happy to see that the concepts like
rainy-day fund made it into this package, given the fact

that we had to interpret really what the Governor’s
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directions were and things of that nature. And I'm
happy to see that there’s been an effort, | guess,
broaden the tax and lower the rate. | think that's
great development.

And, Chris, really, this whole effort, the
comment that you made about making a big part of th

structure relevant to the 21 st

century economy is, |
think, very important as well. And | was worrying
that earlier today as we walked in here.

But | want to go back to this personal income
tax change by AGI class, and | think that there was
qguestion. And I'm sure when you all were meeting,
discussed this many times over. But | feel compell
answer that. And by my count, there’s about 7 mill
returns if you go up to $75,000 of income, which is
half of the number of returns in California. And t
returns are not participating as fully as people in
other categories are in the reduction in the tax bu
when you measure the personal income tax.

When you consider that these people will also
be subject to sales taxes, | guess, and other taxes
well, I'm concerned about really what the total tax
burden would be on them relative to the rest of the

once a plan like this is put into effect.

And | believe that Jean Ross, when she made a
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presentation one day, gave us a table that demonstr
what the total tax burden is by quintile, | believe
people. And | know that there was some questions a
the methodology. And, of course, if there’s somebo
has a better way of measuring, I'd be more than hap
see that slide as well. But it seems to me that it

take just a small reduction in the tax break that i
given to the group making from $200,000 through inf
to cover an effort to give an equal break to the pe
making up to $75,000.

And | just wondered if that's an important thing
for this group to consider before we arrive at the
plan or not, but it was something that jumped out a
when | took a look at this.

CHAIR PARSKY: Well, I do think John -- just to
remind you of John’s point, and that is that the st
deduction needs to be taken into account first. So
we're really talking about are individuals’ or fami
joint returns that are at $105,000 that ticks into
tax.

We've tried a lot of different models and to
try to make sure that everyone gets a reduction. A
it is clear that the progressive nature of the pers
income tax is not altered dramatically.

If you look at the top two categories of tax
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returns, $200,000 through infinity, you have about

| don’t know about infinity, we’ll leave that to Mi
Boskin to decide -- but about 500,000 returns const
that group. And that group is paying the vast bulk
the taxes before and after. Before and after.

So on the issue of progressivity relating to
the PIT, this was an important effort as we’ve gone
through this. A number -- several commissioners wa
us not only to demonstrate that the PIT was constit
a smaller percentage of the overall general fund, b
that the progressivity of the PIT was substantially
reduced. And that’'s not accomplished -- the second
is not accomplished here.

Becky, did you have a question?

COMMISSIONER MORGAN: Thank you. | wantto
thank Maria and all for letting me come in by phone

| guess so | understand, this would take place
in 2012, which means five years is 2017, eight year
now. That's two terms of a new governor and probab
80 percent of all legislators that will be voting o
hopefully will be gone because of term limits. So
guess | would suggest that this is a very good outl
but it's probably going to change. But all the wor
that's been done | think sets a great foundation.

Now, just a couple questions on the PIT. As |
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understand, there will be no carryover for charitab le
deductions. You take what you give in one year; an d then
if you give more, you can'’t carry it over? Orist here no

limit on what you can deduct?

CHAIR PARSKY: I'm not quite sure | understand
that.

COMMISSIONER EDLEY: If deductions exceed gross
revenues.

CHAIR PARSKY: Oh, right.

COMMISSIONER EDLEY: If deductions exceed gross
revenues, you would have a carryover --

COMMISSIONER COGAN: The PIT.

COMMISSIONER EDLEY: Oh, I'm sorry, are we
talking about the PIT?

COMMISSIONER POMP: We should all have that
problem, by the way.

COMMISSIONER MORGAN: I'm sorry. | can't hear.

CHAIR PARSKY: Carl, do you have an answer to
that question?

MR. KUSIAK: I'm Pat Kusiak with the Franchise
Tax Board.

The language drafted, that was drafted related
to charitable deductions, essentially creates chari table
deductions under the new approach, just as they are

treated under the old law. There’s no change.
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COMMISSIONER MORGAN: Okay, so there is no
limit on what you can deduct for charitable contrib utions
assuming you give it away?
MR. KUSIAK: To the extent there is no limit
under current law, there would be no limit under th e new
law. There are some limits under current law, but
they’re very narrow in scope.
COMMISSIONER MORGAN: Okay, because there are
limits federally.
And then on the chart that has all the numbers
of taxpayers and the percentages and the reduction in tax,
those numbers are from 2007 or are they in 20147
COMMISSIONER BOSKIN: They're from 2014.
COMMISSIONER MORGAN: So these are the estimates
for five years from now?
COMMISSIONER BOSKIN: Yes.
COMMISSIONER MORGAN: Okay. And on the
business, did | hear correctly, because it was one of my
guestions, that there is no deduction for depreciat ion?
COMMISSIONER BOSKIN: To expense the first-year
expenses.
CHAIR PARSKY: Well, you have, in the current
year of purchase, full expensing.
COMMISSIONER MORGAN: Okay, full expensing.

COMMISSIONER BOSKIN: Because there’s nothing
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left to depreciate.

COMMISSIONER MORGAN: Okay. Then | would just

want to go on record, in case there’s nottime to g et
back, with Michael Boskin and anybody else that wou Id
come on board, that | think every person in Califor nia,
that is working in California, should have a stake in
our state. And that stake is best represented by h aving
a minimum tax, whether it be $50 or 1 percent of AG | or
something.

And it's been my experience as an elected

official, that when you're charged $5 at a health c linic,
you take care of your health better, or a minimum ¢ harge
at a museum where people show up. | just really wo uld
ask for a consideration of a minimal contribution i n

appreciation of what the State provides.

CHAIR PARSKY: Okay, thank you.

Yes, John?

COMMISSIONER COGAN: Say, Ed, you know, you
raised a good point, you know, about the distributi onal
effects, because they are lower, the tax reduction
proportionately is lower for the lowest groups. Bu trd
guess I'd ask you to look at it just a little bit
differently, if I could.

If you look at the $20,000 to $50,000 group,

the tax burden that they now have -- income tax bur den --
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is $196. So that's $4 a week.

If we wanted to get their proportionate
reduction down by 25 percent, then we reduce it by
dollar. And so we reduce it from $4 a week to $3 a
week. And so to make a distributional table look g
the question is, how important is it to have a $1-a
reduction in some group’s income tax? And I'm just
hoping that you look at it a little bit like that a
opposed to just be thinking that everybody has got
an equal, proportionate reduction. Just a differen
perspective.

CHAIR PARSKY: Monica?

COMMISSIONER LOZANO: Thank you. I just have

one more question --

COMMISSIONER MORGAN: Take it down under $2 a

week or $1 a week.

CHAIR PARSKY: Wait, Becky, you've got to —

wait and let me call on you because you’re not arou
the room. So | will call on you if you have furthe
guestions.

COMMISSIONER MORGAN: Okay.

CHAIR PARSKY: Go ahead, Monica.

COMMISSIONER LOZANO: I just have a question

on an issue that’'s not referenced in the materials,

it does refer to insurance companies. And we had h

ood,

-week
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conversation earlier about financial institutions,
they are now, | understand, covered under this. An
like to have some clarification about those entitie
they relate to the business tax now.

CHAIR PARSKY: Oh, I'm sorry. The financial
companies is an area of continuous concern. We str
And anyone looking at implementation of the busines
net-receipts tax | think will struggle with how to
with pure financial companies.

And so what we are suggesting is that they --
the suggestion would be that they be included under
different -- a type of calculation that addresses -
and I'll let Carl talk about it in a little bit mor
detail -- but addresses the net interest income for
entities.

Although | am sure that we could have a lengthy
discussion among economists, in particular, as to w
or not the value-added tax concept really does appl
any way to financials.

So we are suggesting that they would be
included, but with a notation that further study of
needs to be undertaken by the Legislature to determ
whether or not they should be included -- and | thi

there is a note in -- I'm not sure, Mark, page 2, p

COMMISSIONER LOZANO: There's a footnote, but
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it doesn’t refer.
CHAIR PARSKY: At least | remember reading

Mark’s note that indicated something along those i

COMMISSIONER EDLEY: Itis just to leave current

law. Leave current law.
CHAIR PARSKY: Right. One alternative is to
leave them subject to current law. The argument th
other way is that we are eliminating the corporate
entirely, to leave it in place for one body. Michi
took a little different approach there.
But, Carl, did you have any other comments

about that subject?

MR. JOSEPH: Sure. The first comment I'd make

is in regard to insurance companies. Insurance com
are not part of the BNRT. They pay the gross premi
tax in California. They're exempted under the
Constitution from paying other taxes. So they're i
their own little world already.

As for the financials, what the Commission has
struggled with is the concept of having all taxpaye
within one system versus having a second special, o
bold system, whichever way you want to go, for fina
companies. And there are a lot of issues related t
having them on a separate system or having them tax

under the old system. Because one of the concepts
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is part of the BNRT is the unitary method. And in
unitary method, it is quite normal for there to be
financials and general corporations in the same gro
And so when you have two groups that are having the
either income or net receipts calculated as a group
because they are functioning as a unitary enterpris
gets a little bit tricky as to how to tease them ap

pay two different taxes, such that you can end up w
system that’s not prone to gaming, not prone to hav
big swings, based upon one being measured by income
being measured by receipts.

So at this point, what the Commission received
some input on from various economists, was that it
possible to put the financials into the BNRT if you
them, as an item of receipts, interest income and a
item of deduction, interest paid. Because that is
relation to their services that they are providing
financial.

So as it's written now, there are -- there’s a
special definition for what is a “financial.” And
fall into that category of being a financial, then
have an additional item of interest receipts, but y
have an additional deduction that other corporation
get. That's how it's put forth at this point. But

obviously, you heard from Chair Parsky, there are o
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ways to look at this.

CHAIR PARSKY: Fred?

COMMISSIONER KEELEY: Thank you, Mr. Chairman.

Mr. Chairman, let me start with thanking you
and Commissioner Edley and Commissioner Cogan for a
hard work that you’ve put into this. | know this i
compound, complex, difficult; and you folks have pu
front of us a thoughtful package, and a package tha
I’'m glad we are going to debate and discuss it. An
thanks to the staff for their fine work which went
and night, I'm sure, to get this in front of us tod

Mr. Chairman, let me ask a couple questions
about how the personal income tax recommendation th
you’re making would treat a couple of issues. Unde
current law in California, Social Security income i
exempt.

Is it your thought that Social Security income
would be exempt from personal income tax under the
architecture that you’re proposing?

CHAIR PARSKY: Yes.

COMMISSIONER COGAN: Yes.

COMMISSIONER KEELEY: Good. Thank you.

Let me ask also, do you believe, Mr. Chairman,
it would be possible to have, for the Commission, o

Monday or before Monday, a couple of things? One i
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analysis by income by decile of the tax burden curr ently
and the tax burden of this package as proposed? Wo uld
that be possible for us to see that?
COMMISSIONER COGAN: Are you talking about the
PIT or are you talking about total?
COMMISSIONER KEELEY: Total package. Is it
possible?
COMMISSIONER COGAN: (Nodding head.)
COMMISSIONER KEELEY: So Mr. Cogan is
saying “yes.”
CHAIR PARSKY: | will tell you that in terms of
how demanding that is and how much certainty can su rround
that, it needs to be caveated extensively.

COMMISSIONER COGAN: You know my views. You

know my view on how reliable any such estimates fro m the
BNRT are with respect to distribution. I think I'v e made
it before. | would discount them very, very heavil y.

And for those that are concerned about the

distributional consequences, | would put 80 percent of
my weight on that personal income tax calculation, and
then factor in, perhaps, some retail sales tax. Bu tl
don’t think we have enough at all in the way of har d
information to give you a reliable estimate of the full

distributional consequences. But it can be done.

COMMISSIONER KEELEY: 1 think that's fair,
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John, that we understand the high degree of variabi lity
or accuracy or whatever it might be. But | do thin kit's
a fair question to ask for that.

And I'll look at every footnote that qualifies
it. | think that’s fair enough. But I do think it 'S
also fair to ask how that would look.

COMMISSIONER COGAN: The numbers will appear
very fuzzy.

COMMISSIONER KEELEY: Thank you.

A couple of other questions.

When you were wrestling with the architecture

of the BNRT, | know that, simultaneously -- and we’ I

hear later -- that some of us were wrestling with h ow
to put together a pollution tax. And | know in tha t
conversation, the issue arose as to what the effect on

transportation -- what effect there would be on

transportation, specifically Article 42 -- or excus e

me, Proposition 42, as it relates to the sales tax on
gasoline in California. And if there’s a reduction or an
elimination of the sales tax, how that Prop. 42 fun ding
source, which is relied upon heavily in California for
transportation, what your thoughts would be about e ither
replacing that or offsetting those Prop. 42 funds i n
some way, which are directly tied to the sales tax on
gasoline?
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CHAIR PARSKY: You raise an important issue.
Our thoughts were that, apart from the potential
decision to proceed with a pollution tax, that deal
with how the general fund revenues would be spent w
not the purview of this commission. And, therefore
there was no dedicated state sales tax on gasoline,
allocation of revenue would have to be independentl
decided by the Legislature out of the general fund,
because there wouldn’t be a sales tax at the state
on gasoline.
If, in the discussion of a pollution tax, that
is the desire on the part of the Commission, and th
Proposition 42, those funds would automatically be
dedicated to transportation, that would relieve --
the rest of the package was included, that would re
that burden on the general fund, and might enable u

recommend a lower rate on the business net-receipts

COMMISSIONER PRINGLE: Could I interrupt you

just a second, Mr. Chairman?

| would like to reserve -- first off, to all
of you, | want to apologize for being late. We had
kickoff of D23, the largest Disney Expo in the worl
launched this morning. So | wanted to make sure, i
would like to join the 45,000 people who are in Ana

over the next three days for D23, please do so. It
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be exciting.
COMMISSIONER EDLEY: Can | move we recess?
COMMISSIONER PRINGLE: Yes, you're more than
welcome to.
CHAIR PARSKY: What happened to you guys in
the 45,0007 That would have been a much better thi ng to
witness.
COMMISSIONER PRINGLE: So what | would also
like, Mr. Chairman is, | know we are going to hear after

our break a presentation on the pollution, carbon

gas/fuels tax concept. And I'm very open to hearin g that,
because | do have some specific interests that Mr. Keeley
may find interesting about this exact issue. And | 'd

like to be able to reserve this time. Because this
probably isn’t the right time for that, but | would like
to be able to talk about it at that time.

CHAIR PARSKY: Okay.

COMMISSIONER KEELEY: Thank you, Mr. Chairman.
Mr. Chairman, a couple of other quick questions.

With regard to the exemptions that have been
proposed in the package relative to the BNRT, | am
interested in hearing the reasoning for exempting t he
nonprofit entities that you did include, what the
reasoning is for that.

As | understand it, nonprofits are subject to
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taxation currently and subject to sales taxation.

And I'm wondering what the reasoning was for
providing an exemption for nonprofits in general, a nd
specifically, health care and education?

CHAIR PARSKY: Why don’t you begin, and then

I'll pick up?

MR. KUSIAK: The direction from at least the
working group that was dealing with the BNRT, essen tially
was aware of the fact that exempts and various exem pt
entities are generally exempt on their income tax b ut are

subject to tax on what's referred to as “unrelated
business tax.”

What's been retained is the notion of an

unrelated business receipts. So in that context, e xempt
entities would continue to pay tax on unrelated bus iness
receipts. So essentially, the structure was establ ished
to be comparable to what the current income tax rul es

are, but to require exempts who would otherwise be paying
unrelated business tax on unrelated business income , will
now be paying business net-receipts tax on their un related

business net receipts.

COMMISSIONER KEELEY: Thank you. | appreciate
that.

Let me ask another question on the financials

again. | understand, having served on the insuranc e
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committee, the way insurance companies are taxed on
premiums as opposed to being covered in some other
in California.

So they would continue because they have a
constitutional privilege there, they continue to en
that privilege, unless we had some other idea about
their privilege should be or not be.

But as we move into the financials, where
Graham-Leach-Bliley essentially tore down a lot of
walls between financial institutions, what banks us
look like and what insurance companies used to look
like, and this and that, | am interested in how the
financials -- and | know the question was asked ear
but I'm -- at least as one commissioner, I'm not cl
how they are -- how, what is being proposed, would
their tax obligation for financials? How would it
it?

MR. JOSEPH: Well, when you say “How would it
change it,” obviously, they’d go from an income-tax
to a net-receipts tax base.

COMMISSIONER KEELEY: Right.

MR. JOSEPH: So from the standpoint of how they
would calculate their tax, they’ll be calculating i
a much different basis than they calculate it now.

Obviously, the rate’s different as well.
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One thing we did talk about a lot, which you
bring up here, is the world has changed a bit as to
is a financial. So the definition of “financial” t
contained within the new BNRT is different than the
rules that we had under the corporate code, in that
picks up the definition of “financial institutions”
was put together by the Multistate Tax Commission.

One of the things that does, is it essentially
treats anybody owned, directly or indirectly, throu
bank holding company structure, which is the new wa
doing things, will be deemed to be a financial
institution. Which the old rules that we had from
30 years ago, case-law rules, would not allow us to
that.

So we will have better parity between various
competitors in the financial industry, in that they
all use the same base for net receipts, which is no
necessarily the case now under the income tax.

As to whether they’ll pay more or less, | have
not seen any distributional data about how the actu
tax calculation for any sort of standardized financ
institution would be in relation to what they would
paying under the income tax. | have not seen anyth
like that.

COMMISSIONER KEELEY: Mr. Chairman, again, if
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it's a reasonable request -- if it's not a reasonab
request, | understand we shouldn’t do it -- but if
reasonable request between now and Monday, when we
again, | would at least be interested in seeing wha
means, especially as it relates to, if we are, in f
making a significant change in the tax on banks and
are now redefining and modernizing our definition t
include financial services so that it's consistent

the national definition, | would be interested in k
what that does relative to the tax obligation when
those two things together. We eliminate the bank a
corp. tax, we redefine what constitutes a financial
service entity, and they are no longer subject to t
bank and corp. tax but are now going to be subject
business net-receipts tax. | would be interested i
seeing what happens there.

And since Commissioner Edley -- period,
paragraph -- was able to wave his bonafides, asag
liberal Democrat, what I'll say in my own case, is
my observation, having served in the Legislature an
watching nationally the recent turmoil we’re going
financially and economically in this country, that
old phrase about privatizing the profits and social
the problems seems pretty clear in the case of the

and financial services industry. That they were ve
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pleased to take all the private profits when things
going well and when things didn’t go well, be the f
ones in line to ask that we socialize their problem
provide them with extraordinary amounts of bail-out

Now, whether that’s good public policy or not,
this commission probably doesn’t want to get into i
I’m not necessarily opposed to the idea of having
recapitalized the banks. I'm not sure that that wa
awful thing. But | am interested, because it is wi
the purview of this commission to see how we treat
and financial services. Because you've just indica
we're not just making one change here for them, not
them, involving them; we’re making three changes th
would involve them. And | would like to see how th
affects what their obligation is. So if you'd be k
enough to do that, | think that would be helpful.

CHAIR PARSKY: Mark, what do you think about
the data that might be available over the next 48 h

MR. IBELE: It's a reasonable question. I'm not
sure what we’re going to be able to do before Monda

Just in terms of estimating, the Franchise Tax
Board, which provides the estimates on bills and st
changes and so forth, is still in the process of pu
their estimating model together. And that won’t be

for some time.
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What | would ask is, maybe get a clarification
on what'’s actually been requested, and then maybe w
speak with our consultant during the break and see
there’s some way that we can come up with something
before Monday.

CHAIR PARSKY: Well, I think -- you correct me
if ’'m wrong, Fred -- but | think what Fred is seek
relates somewhat to the objective of the rate and t
definition that we set for the financials, namely,
generally speaking, to put them in somewhat the sam
position, albeit hard to determine, that they might
been under the corporate tax.

Now, what | think Fred is asking is, if you
applied the existing tax and system of definition,
would produce “X.” As you change the definition an
apply a new system and rate, does it achieve “X” or
it achieve something different?

COMMISSIONER EDLEY: But you're looking for

examples, not revenue estimates; right?

COMMISSIONER KEELEY: Chris, what do you mean

by “examples”? Help me with that.

e can

ing
he

have

does

COMMISSIONER EDLEY: Examples. Case examples.

Institution A, B, C. Under current law, they’d pay
under the proposal, they'd pay that; right? As opp

to saying, for the sector as a whole --

this;

osed
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CHAIR PARSKY: | see your point.
COMMISSIONER EDLEY: -- what are the total
revenues that are projected; right?
Both, you'd like both; right?
COMMISSIONER KEELEY: Well, | think there’s a
general understanding. How about | talk during the lunch
break, and we see if we can --
COMMISSIONER EDLEY: Okay, because the example
is going to be easier.

COMMISSIONER KEELEY: --if we can agree on what

can be brought back to the Commission in that regar d.
But | do think it's a worthwhile sector analysis fo rus
to look at.

Mr. Chairman, | have one last question, if |

could.
The issue of a BNRT -- and I'd be interested

in the response of any of you who have been working a lot
on this -- the BNRT has been talked about as lookin g and
feeling a lot like a value-added tax. And oftentim es,
the reference is made to the European Union as perh aps
the broadest market where that applies, and that th ere’s
not so many applications of this in the United Stat es.

One of the reasons it’s been talked about in the
literature, is that you need a -- there’s a real va lue,

if you will, in having cross-market uniformity, for
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example, in the European Union or throughout the Un
States, among and between all the states, if they h
such a thing.

That causes me to ask the question of, when you
look at the European Union, one of the arguments th
been made historically in the European Union for ha
value-added tax, is that they also have a very heal
robust social-service network, a social-service sys
below it. And so those are often linked in the
literature. And California has just gone through,
course, a pretty serious dismantling of at least so
portions of the social safety network in California
to the budget issue.

I’m wondering if that issue came up at all
during your discussions about the -- again, oftenti
the parallel is drawn to the European Union, but th
is two component parts to that conversation, typica
And I'm wondering if that was at all of issue to yo
it came up during your discussions?

Thank you, Mr. Chairman.

COMMISSIONER COGAN: Fred, that's a very good

guestion.
And | guess I'd say, it did come up, but really
in the context of volatility. | think we’ve all se

what the volatility has resulted in for a lot of so
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programs that people care about -- for education.
the connection then is having a more stable revenue
source would prevent those kinds of dislocations, a
those kinds of cuts that we’ve seen in the last six
eight months in California.

So | think it’s in that connection that the
real gain in terms of social programs from a BNRT i
stability and as a way of avoiding the traumatic cu
that we've seen in the recent months. And so | thi
that’s the connection.

Not so much in the European connection. | think
the Europeans, they fund an awful lot of their soci
welfare programs through a payroll tax, in addition
BNRT. But I do think it's very important when we ¢
the relative benefits of a BNRT, we think about it
context of what happens to social programs when we

highly volatile revenue source.

COMMISSIONER KEELEY: One last question about

that — oh, I'm sorry, Chris.

COMMISSIONER EDLEY: Can I just -- | just want

to add. The other thing, frankly, that was on my m

and maybe it's the sixth reason why | favor the BNR
sense is that because of the broad base, because it
broad measure of -- a much broader measure of econo

activity, that | think this is going to grow over t
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it's going to produce revenue over time as the econ
grows more reliably than the income tax, but especi
more reliably than the corporate income tax.
Now, that said -- and | hope none of the
Republicans here heard that, when | said that --
CHAIR PARSKY: We closed our ears.
COMMISSIONER EDLEY: Jennifer’'s point, I think,
is a really interesting one, that if, optimisticall
think that there’s going to be kind of a secular sh
away from consumption towards savings which, you lo
the public-sector deficits and you look at the unfu
pensions, you've got to hope that something of that
is going to take place -- it's that kind of an argu
against the BNRT as a long-term growth in revenue.
And I'd certainly -- don’t quote me on this,
but I kind of defer to economists’ views on that, i
get to pick the economist. But | could imagine an
argument also that to the extent that if there’s mo
saving, less consumption, that that would also have
impact on corporate profits and perhaps on employme
levels.
So given all of that uncertainty, | still would
sense that the broader measure of economic activity
going to produce better for us over the long haul.

COMMISSIONER KEELEY: My very last, last
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guestion would be this: When you folks were wrestl
through the issues and you came up with -- and | th
| like that what you did on the issue of volatility
that you did, | think, fairly reflect the two schoo
thought or belief systems in play on the Commission
One which says that volatility can be addressed thr
dealing with the income tax, and another school of
here on the Commission is, volatility can be dealt
through a rainy-day fund. And so you did both. Be
| think those are belief systems. There’s not a ri
wrong. It's a belief system issue, which is the way
would want to go about dealing with that. And |
appreciate it.

| was wondering if the following idea got
debated and, if so, what you all thought about it?
| suspect we’ll have a little bit of a debate about
either later today or on Monday. But one way to lo
that volatility, the belief system | have, is that
would leave the personal income tax alone; you woul
the changes you’re suggesting in the State Constitu
relative to a much more aggressive rainy-day fund a
give every legislator and the Governor the combinat
the lock that they could use anytime they chose to.
also that within that, that what you could do over

personal income tax, is that you could treat capita

ing
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somewhat differently. Because we currently, as you all
know, treat it as ordinary earned income.

And | wonder if you discussed the idea, for

example, put more reliance on the rainy-day fund, d on’'t
do much with the personal income tax, except as it relates
to capital gains; and maybe there, do something lik e this
take the capital-gain obligation and spread it out over
two or three years, when somebody has an obligation like
that, and say, “We’'ll try to flatten out that one-t ime

revenue spiking into the system,” and causing more

volatility on the upside of the business cycle by, for
example, saying for two or three or four or five ye ars,
you can take that one-time obligation you have and spread
it out. Maybe there is a pooled-money interest rat e that

you would pay as a taxpayer, whatever the State
Treasurer’s earning, something like that.

But did something like that come up? Was that
a part of the discussion?

Thank you very much. That really is my really
last question. Thank you.

CHAIR PARSKY: John, I'll let you comment.

But there’s no question but that that
possibility has been thought about and discussed
throughout the Commission period.

But, John, do you want to make some comments?
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COMMISSIONER COGAN: Just a couple comments,
Fred.
| think the gain in reduced volatility that
comes from focusing on the capital gains -- | can’t
remember what the precise number was, Mark and Phil , but

as | recall, it was relatively modest. And I'd be

concerned about -- as much as | favor this rainy-da y
fund, I'd be very, very concerned about whether it alone
can do the job or whether it could do 80 percent of the
job.

We have an awful lot of experience at the

federal level, we have a lot of experience at the s tate
level, across the various states with these types o f
institutional mechanisms designed to prevent a legi slative
body from spending money that they have. And | can 't
think of one that has worked consistently over time at
the federal level or at state levels to prevent the kind
of volatility that we need to prevent if we're goin gto
deal with this problem of ratcheting up and ratchet ing

down government spending.

So my view, just as one commissioner, is | like
the idea of a rainy-day fund, but | don’t think we should
bet the ranch on it. And in some sense, that's wha t we'd
be doing if we left the income tax code in place.

COMMISSIONER EDLEY: And I'd just say that I've
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raised these issues a couple of times. And you jus t
heard the sort of unreasonable intransigence that |

faced every single time that | raised the issue. B ut |
think also in the full group, raised the issue of

income-averaging of some sort once or twice, and it fell
like a lead balloon, so...

CHAIR PARSKY: Well, I will say that we did

hear testimony that doesn’t take into account what you
just said about capital gains. But we did hear tes timony
about the magnitude of the reserve that would be ne cessary
if we just went the route of the rainy-day fund and we

experienced the period we've experienced.

And | think the estimate was that about

30 percent -- 25 to 30 percent of the general reven ue
fund would have to be reserved in order to deal by itself
in that. And maybe that would be acceptable to som e, but
| don’t think that's -- | think the conclusion was, that's

not practical. And so that’s the evolution of the
thinking. Let’s try to deal with both and not bet
everything on the rainy-day fund, but recognize tha t
changes in the personal income tax to accomplish th ese
objectives can’t solve the problem, either.
COMMISSIONER BARRALES: Mr. Chairman?
CHAIR PARSKY: Okay, Ruben?

COMMISSIONER BARRALES: I've just got a couple
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guestions.

First of all, | do want to thank the three
amigos for all your work on that.

CHAIR PARSKY: Did you get that, from “whacky”
to “three amigos™? Write that down up there.

COMMISSIONER BARRALES: But also to Fred and
Richard, | know you both have done a lot, and have your
proposals as well.

And in all of those proposals, there is
something for everyone, | think, to oppose, and the n
there are a few things that we might want to suppor tas
well in all of these.

I've got two questions. One relates to the

inevitable question that we’d all have on the busin ess
net-receipts tax is, it's labeled as a “tax on labo r.”
And what I'd like to do is kind of get on the table what,
you know, is the perspective there. And also to he Ip me
think through -- and this is part of the same quest ion --

how does this new system help or how does it aid

st

California’s competitiveness in the 21 century and
moving forward?

There are a lot of competing interests in terms

of trying to put something together -- less volatil ity,
revenue neutrality, and all that. And I'm just — I’'m
struggling with, how does this new system make our state
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any more competitive than the current system?

And so I'd appreciate your thoughts on that.
And then | might as well throw in my second questio n, and
this will be it.

Why not -- and I've come 180 degrees on this --

but why not, instead of a brand-new tax that’s kind of a
value-added tax, kind of not, or the one that peopl e are
familiar with -- why not lower the rate on the exis ting
sales tax, broaden the reach of the existing sales tax,

and approach the system from that perspective?

COMMISSIONER COGAN: So, Ruben, let me take that
one at a time and focus on the labor question. It hink
it's a very good question. It's one that we heard from
the business community over and over again.

Isn’t this a tax that would result in a
disincentive to hire workers? Or as Chris once put it:
Hire robots instead of people.

And | think where people come from is they say,

“Look, you're getting to expense your capital equip ment,
but you don’t get to deduct your labor compensation and,
hence, you've created disincentive.” And it turns out

that that's just not so.
One way to think about it is that --
COMMISSIONER EDLEY: That's a lie.

CHAIR PARSKY: Now, now. Not from the gallery,
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no matter what.

COMMISSIONER COGAN: So maybe the way to think

about it, Ruben — and Mike might want to chime in on
this as well -- but the value of that deduction tha t's
lost for labor is, every dollar of labor expense, n oW you

lose 4¢ that you would have had if the BNRT rate is

4 percent, a deduction that you would have had, rig ht, 4¢.
And so the value of the deduction lost is 4¢ on eac h
dollar for labor.

On capital, as it turns out, you're going to be

paying the BNRT when you purchase some capital equi pment.
Because the BNRT taxes the labor, if you will, that went
into the creation of that piece of capital equipmen t.

And so the price of capital reflects, as does the p rice

of labor, the BNRT creating no tendency to substitu te

towards machines and away from labor.

And | think the reality of it is that what
these value-added taxes do that economists like, is that
they place all of the inputs of production on a com mon
tax basis, and that's why people support it.

Why is it good for California? The answer |

could give you is that, look, you're taking a state that
has the highest corporate tax rate, 8.8 percent, an d
you’re knocking that down, we hope, down to just ov er

4 percent.
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We think that that change in the tax rate is
going to be more than sufficient to make California
more attractive place for businesses to do business

We think that the greatest deterrent to economic
activity is the tax rate that we apply to success.
by getting that tax rate, by cutting it in half on
success, we think we’re going to attract a lot more
successful businesses to California. So that would
answer.

COMMISSIONER EDLEY: Well, the only thing I'd --
| was going to say something about the sales, but a
think a way that | think about the labor issue, as
sure you could imagine was a major concern of mine,
that when |, as a firm, buy the widget that | need
order to produce washing machines, and | buy the wi
the workers who constructed the widget, those wages
not going to be deducted by the widget manufacturer
But the value that's added by that labor -- the eco
input of that labor into the widget is going to be
deducted by me when | buy the widget as a business

So in that sense, the tax system, as a whole,
is, in fact, allowing a deduction for the contribut
of labor to the production.

The other thing I'd add is that with respect

to the capital, on the one hand, it is expensed whe
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comes in, when | buy it, a piece of equipment, but
get a deduction for the depreciation, which you do
the income tax. And, of course, when | sell the us
piece of machinery later on, the revenue gained fro
sale of that used piece of equipment is included in
tax base. And I'll pay a BNRT on any gain thatl g
from selling that -- depreciated now -- that used p
of equipment. So | think it sort of works -- | am
confident that it works out, and | don’t think it s
things away from labor at all.

The alternative that you mentioned regarding
the sales tax, | think it's very, very important th
everybody keep in mind that it's either the BNRT or
status quo or expanding the sales tax to cover serv
And the difficulty with expanding the sales tax to
services, even if you lower the rate, is, you'll re
from our plenary discussion, that when you look at
list of services that would have to be included, th
politics of that are daunting, but then also the re
produced by the sales tax after you deduct business
simply aren’t as rich as what we get from the BNRT

Do you guys have that handy? But we lose a
substantial amount of revenue from expanding the sa
taxes, expanding the sales to services when we dedu

business inputs.
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MR. IBELE: That's true. | don’t have the
exact figures with me.
COMMISSIONER POMP: If you tax a new service,
you can't lose. You don’t tax business inputs, but
can'’t lose revenue.
COMMISSIONER EDLEY: No, but I'm saying, in
other words, by allowing the deduction for the busi
inputs, you lose about 30 percent of it overall, so
COMMISSIONER POMP: But if you tax a service --
CHAIR PARSKY: Wait, let’s take it one at a
time.
| think that one point is, if you felt that the
taxation of business inputs under the current syste
a policy that you don’t think is a good policy, and
part of a change would be not to allow a deduction
don’t change to services for the moment, just allow
deduction or a reduction in business inputs, not ta
it twice, it would reduce the revenue that's create
the current tax system by about 50 percent.
Now, extending the sales tax to services, if
you could extend them to all services, would increa
revenue. But the policymakers of California have f
continuously to do that.
COMMISSIONER EDLEY: The bottom line is, we

can’'t see a scenario in which expanding the sales t
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would generate enough revenue to do what we would | ike
to do in terms of PIT reductions and the corporate income
tax reductions.

CHAIR PARSKY: Mike -- I'm sorry, go ahead,

John.

COMMISSIONER COGAN: Ruben, one additional
thing, though, that Chris has said, when you extend the
services tax, the retail tax to services, if you ex empted
the business-to-business sales, you'd be exempting an
awful lot of service activity. And that's one othe r
reason why the revenue gain from that extension tur ns out

to be quite modest.
COMMISSIONER EDLEY: And federal deductibility?
COMMISSIONER COGAN: Yes, one of the other
things is that if you extend this retail sales tax to
services, and you don’t exempt business-to-business
transactions, you will get a lot of revenue. But a lot
of that will come from cascading of tax upon tax. And
that’s a worry, and it's avoided by the BNRT.
COMMISSIONER BOSKIN: And the greater reliance
on the sales tax would reduce the — it would cause a
federal tax increase for Californians because the
nonbusiness sales taxes are generally not deducted,
whereas virtually all of the BNRT would be.

CHAIR PARSKY: Okay, two more commissioners
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have questions: Richard and then Curt. And thent here
are two members of the public that made a special t rip
here. | just want to give them an opportunity to s peak,

and then we’ll break.
Richard?

COMMISSIONER POMP: What time are you planning

to break, Gerry? Because I'm not going to be here Monday.
I've made a special trip here every meeting. That’ s three
days: One day out, the meeting, one day back. And so |
would like to be able to get my questions on the ta ble,
SO...

CHAIR PARSKY: Okay, well, we’ll let you go with
your questions.
COMMISSIONER POMP: That's fine. I'll start
then so we don’t waste any more time.
COMMISSIONER EDLEY: Or you could go first after
the break.
COMMISSIONER POMP: | could go first after the
break. That's fine, too.
CHAIR PARSKY: We have on our schedule to make
sure we get through the rest of the tax package tha t we
are due to discuss.
And | would say, Richard -- and | appreciate
all the questions. You have a lot of expertise. W e did

hold a special conference with you and the staff to go
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through a number of your questions. And so | hope
that was informative. And I’'m happy to have you re
every one of them. But | hope that was informative
give you an idea of what this tax is.
But please proceed.
COMMISSIONER POMP: [I'll start after lunch.
So let’'s make sure our public speaker gets heard.
CHAIR PARSKY: Okay, Curt?
COMMISSIONER PRINGLE: Again, | apologize for
not being here, but, in fact, Mr. Chairman, | spoke
extensively with you over the last couple of days,
| think 1 understand some of what has been presente
with my conversations with Mr. Cogan and others.
| am very positive towards the package as it
moves forward. And a couple of the things that | t
are important to put on the table is, Fred referenc
legislative service quite often, and | will just sh
the fact that | have served longer in the Legislatu
than Fred. And | may not have as complete of memor
| do remember the 5 percent across-the-board tax cu
that Governor Wilson proposed in 1995 and 1996. It
5 percent reduction, both on the corporate rate, as
as the personal income tax rate.
Some may wonder whatever happened to that

5 percent cut. It was provided for business, and i
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wasn’t provided for individuals, mainly because the
Democrats in the Legislature opposed the personal i
tax cut and accepted the bank and corp. tax cut. O
those weird dichotomies that if you step back and |
at it, | think we now, through this process, seeing
full element of all of the tax policy, may not nece
make those types of decisions, but there’s still th
political, philosophical contradictions that are ou
there.

But at that time, there were very few people
arguing in the Legislature for the personal income
cut, and there were plenty that were arguing for a
corporate tax cut. And I do think that, you know,
my perspective, | want to share that | don’t think
we should beat around the bush. That, at least thr
the direction of this package, there has been a shi
of the taxpayer obligation in this state from a
broader-based tax base to the individual. And ther
emphasis within this package of shifting that oblig
back from the individual to business.

| am a good card-carrying conservative
Republican; and | am not ashamed, embarrassed, or
concerned about that. But | also know that when |
multiple letters from the business community, | und
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percentage burden of what they are obligated to pay , both
on the personal income tax and sales tax, which we’ re
dramatically reducing, to a business net-receipts t o fill
that hole. And | can accept that. | understand th at.
But | also want to make sure that we hear, in conte Xt,
that we don’t have a cavalcade of individual taxpay ers out
here to come forward as representatives of individu als to
say thankfully, finally, since -- be it 1995 or ten years
before that, when other personal income tax reducti ons
were presented -- they've really not had that level of
personal income tax reduction.

But | do believe that part of our challenge
today and maybe Monday, when all of you meet, will be to
contemplate the biggest decision, and that is chang ing
elements of the tax code to this extent: What if w e’re
wrong? And | know right before | walked in, | chec ked
with Jennifer, and | know there was some brief disc ussion
of making sure we set up a system by which we are ¢ hecked,
and that there is a backstop put in place as the ph ase-in
occurs to establish some entity by which there coul d be
a review to ensure that we didn’t miss something or that
the unintended consequences, the action, or the bur dento
business may be too great, or the burden to individ ual

industries may not have been calculated.

And | do want to make sure, Mr. Chairman, as
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I've told you before, I'm really concerned about ha ving
this review board established in our report after t hree
years of the phase-in implementation. We stop, we preset
who we think should be on it in terms of making sur eit's
partisanly balanced; that we do get a chance to ens ure
that some of these challenges that we’ve placed to our
staff today, challenges to determine what the tax r ate
and the tax policy are in eight years, that, in fac t,

we can reassess in a couple, to see if that actuall y has
played out. And if there is a terrible mistake, th ere for
that moment in time, things can be relieved and bac ked

away from that.
| think our tax policy today has many elements,

the tax code has many elements of terrible mistakes

And that’s why every year there are hundreds of bil Is
introduced in the Legislature to modify our tax cod e.
So for some reason, people to think we propose a gr and,
sweeping package, that nothing will ever happen to it

again, is silly. That the tax policy we have today :

many of the things that have caused many of the pro blems
have been the changes that have been instilled by t he
Legislature during my legislative service, and cert ainly
during Fred’s, but also decades before that and dec ades
after.

So to somehow think that everything we do has
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to be perfect today and it will never be checked an
there will never be a process or there will never b
modification, that’s just not the case.

So, one, I'd like to put it in here so that
there is a chance for that review. And | think tha
to our ultimate value.

And finally, I'll say that | would like to
suggest, even though | like the concept of a busine
net-receipts, | would like to ensure that it doesn’
over a certain level. And | personally hit that le
at about 4 percent.

So as we start phasing this in, if we get to
that 4 percent in terms of this annual recalibratio
we can’t eliminate all of the state sales tax by th
of the phasing in, when we hit the 4 percent BNRT,
have any problem with leaving behind a percent or a
half percent or 1% percent or whatever that may be,
because that is part of the definition of “revenue
neutrality,” isn’t it? That when we really do know
value of this tax, that we are ensuring that it is
revenue-neutral, and we do stop at a point. And if
leave behind at that point in time, the sales tax w
be the only other element of the pooled reductions
would be catching that increase in the BNRT. If we

behind a portion of the sales tax, to me, | would f
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comfortable with that in a process of phasing in.
And finally, as a local elected official,
Ruben, one of the biggest challenges | think we all
have, if there is a contemplation of expanding sale
to service, is what it will look like in this state
think | shared at a previous meeting. But every si
city in the state of California would have to vote
expand or add a sales tax to services. The state c
a sales tax to service and they can do that statuto
There’s no constitutional restriction on that. Tha
could happen. But to make sure the rate of the --
rate in Orange County right now is 8% percent for a
purchase of a car. If you went to get a new set of
at your car dealer, if the City of Anaheim didn't i
their local sales tax, the tax on the tires would b
8% percent, but | would have to have a two-thirds v
by the city council and a two-thirds vote of the pu
to impose that sales tax on service. So it would b
7Y, percent for that car dealer to pay on the servic

put on my tires.

But the County of Orange has a half-cent sales

tax for transportation. Every county, every self-h
county in this state would have to revote and autho
Otherwise, you would have varying tax rates by one

provider of service, a car dealer in this case for
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on new tires, you'd have varying tax rates from cit
city, county to county. You would have potentially

hundreds of tax rates that could apply.

y to

COMMISSIONER BARRALES: You have that now with

sales tax rates in different counties.

COMMISSIONER PRINGLE: Yes, the only difference

you have today in California is the ability the
Legislature gave to counties to raise the sales tax
specific purposes. So, yes, from county to county.
in fact, a city to city, neighboring cities, all
individual votes, 435 cities in California would ea
required to have a two-thirds vote, or else they wo
have a staggering sales tax within their city -- wi
their city, and within the retailer within their ci
would have to have two separate logs as to what is
services and what is for goods. Those are the comp
challenges of a system that we also need to ensure
simple enough so people understand, let alone the b
community that’s being asked to collect that tax.
CHAIR PARSKY: Thank you.

| know everyone is waiting for a break.

Let me suggest that we ask Carl Morehouse and

Chris Norby, who have patiently waited here and | k
are a part of the City Council of the City of Ventu

and the supervisor -- is that right? -- and vice-ch

for
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make public comment. And then we’ll take a break f
brief lunch.

MR. MOREHOUSE: Good afternoon, Mr. Chair.

Okay, am | on now?

CHAIR PARSKY: You're on.

MR. MOREHOUSE: Okay, great.

Thank you, Chair and Commissioners for
accommodating us for this time. | will tell you th
chafes against my egalitarianism because all these
people have been waiting patiently to testify, and
apologize to them, as if my time was any more impor
than theirs.

However, | think it's a perfect segue to step up
behind the last comments by Mayor Pringle. | come
you as wearing many hats. | am the immediate past
of the City of Ventura and a current council member
sit on the Ventura Council of Governments, on the L
Agency Formation Commission, | formerly sat on the
County Transportation Commission; but most importan
come to you today in my capacity as a regional coun
member representing the cities of Fillmore, Ojai, S
Paula, and Ventura on the Southern California Assoc
of Governments where | chair the policy committee f
community and environmental and housing development

which | am in front of you as specifically a chair
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subcommittee of that.

Throughout the formation of the Senate Bill 375

by President Pro Tem of the Senate, Darrell Steinbe
| will, by full disclosure, also tell you I'm a pra
land-use planner, and I'll be going to the State PI
Conference, which will begin this weekend — as one
these things that chafes at us. Throughout the for
of 375, the intent was to try to link land use and
transportation, a very prudent idea for those of us

are in the planning profession.

rg --
cticing
anning
of

mation

who

The one part of the component that he purposely

left out, and | understand why, was he forgot the f
that every city has to pursue, as you are seeing he
with yourselves, a form of revenue stream, and that
driven to the fiscalization of land use.

There is not one elected official, | believe
anywhere, who would be happy to build the housing t
required by the State Department of Housing Develop
and add more constituents to scream at them on a me
night for money, when they’re hunting for money to
for the ones that are already screaming at them. S
process is, we tend to build big box stores, retalil
outlets. And many of you have read in my deputy ma
Bill Fulton’s book, The Reluctant Metropolis

talks about “Sales Tax Canyon” in Ventura.
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After beating that gong for some time, | was
able to convince many of my peers on SCAG to form a
subcommittee to do the very kind of thing you've be
doing: Analyze the problems with the revenue strea
particularly as it relates to the fiscalization of
use.

I've been fortunate to have as my vice-chair
Chris Norby, who has already come and testified in
of you in April.

Now, again, to show bipartisanship, we are not
only in different parties and have pretty strong fe
in the similar vein, but he also was a county super
and I'm a representative of the city.

So the Fiscalization of Land Use Committee met
a couple of weeks ago, and they’ve asked me to quic
read into the record for you the conclusions from t
committee that they want to forward to you and pres
to you also: A Conceptual Framework for Local Gove
Finance Reform. Because the one thing we want to r
you as you go through your deliberations, is please
in mind that every citizen in the state of Californ
resides in a city, the 485 cities referenced by the
or the 58 counties.

So very quickly, if I may.

“On behalf of the Fiscalization of Land
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Use Subcommittee of the Southern California
Association of Governments, | enthusiastically
applaud the Commission on the 21 st Century
Economy'’s efforts at stabilizing, modernizing,

and rationalizing state and local government

revenue.

“We’ve reviewed your current draft proposal
and are supportive of its general direction and
many of its tax policy concepts. We urge the
Commission, however, to consider the
implications of any reform package on local
government finance. It is at the local level
where so many valuable services are delivered
and where government meets the people. A focus
of local government finance is in keeping with
the Commission’s mandate to suggest changes to
state and local revenues that will result in a
revenue stream that is more stable and
reflective of the California economy.

“Examination and explanation of the
local implications of the proposed business
net-receipts tax will be especially important.

“SCAG’s Fiscalization of Land Use
Subcommittee is made of local elected officials

from around the Southern California region,
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home to roughly half of the state’s population.
We’'ve been evaluating various fiscal reform
concepts with the goal of providing more
stability and fairness to local government
revenue. As our name suggests, we are
particularly interested in confronting the
fiscalization-of-land-use phenomenon and
removing the perverse incentives that the
current system of local government finance
creates for land-use planning and development
in our communities.

“To encourage more balanced development
and an end to the chase for sales-tax dollars,
we've studied a range of reform options and
have developed a framework for reform that
would allow cities to voluntarily exchange
some of their sales tax revenue stream for a
greater share of local property taxes. This
would incentivize the full spectrum of land
uses rather than the current bias towards
retail development.

“We also believe a split-roll adjustment
to the property tax law allowing periodic
reassessment of commercial properties should be

considered by the voters.
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“I've also submitted a memo summarizing
our reform framework for further information.
The reform concept SCAG is pursuing appear to
be compatible and consistent with the direction
of your commission. The objectives of our
respective efforts could not be more
complementary. | hope that we can work together
as the ideas we have exchanged evolve from
concept to legislation.

“Thank you again for your efforts in

serving the people.”

Let me just put on a very personal note. I've
watched with great interest as a student of public
administration and political scientist, your delibe
up here. | know how difficult they are. And I lau
in your efforts, and | hope that you can continue.
thank you, and may the good Lord provide you with t
wisdom for coming up with a very good recommendatio

Thank you for accommodating my time.

CHAIR PARSKY: Thank you very much.

MR. NORBY: Far from waiting patiently,
Mr. Chair, we've been fascinated and grateful that
such as you are engaged in this policy effort.

Oftentimes, in programs like this, it's the

staff talking to each other and those on the commit

rations
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sort of nodding heads and then wanting to put a fin
imprimatur on this. But we’re thankful for this pr
and we’re excited by it at SCAG. We're looking at
government revenue, trying to defiscalize it.

| reported to you at Davis. We looked at a
number of proposals you've been chewing on. But th
that we have, which is the most politically palatab
has not to do with sales-tax sharing, which | origi
thought was where we were going to do, but then you
to fight with the high and low sales tax cities, ev
you even it out just in terms of doing the growth.

But allowing cities voluntarily to give up all
of their local sales tax revenue -- not lower the t
but give up the revenue to the State in exchange fo
higher percentage of their property tax. Trade it
for one. And then the city isn't worried about the
boxes. The city is not incentivizing retail. In f
the city values all of its property taxpayers, incl
residents, equally.

And this is the one that we’re focusing on.
Now, we’'re still talking about sales-tax sharing, w
still talking about the split roll. | personally d
think that's a good idea or it's necessarily going
happen. But the allowing of cities to voluntarily

this, | think would have a profound effect on local
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government. It's something that the Legislature co uld do
without a vote of the people. It wouldn’t allow an y tax
increases. It would allow simply the way that loca I
government relates to land use by equalizing revenu e and
defiscalizing it.

Thank you.

CHAIR PARSKY: Thank you all very much.

MR. MOREHOUSE: Finally, as a reminder, let me

quickly hand out city pins for the City of Ventura SO you
all know and remember in the back of your mind abou t local
governments.

CHAIR PARSKY: I'm not sure any of the
commissioners will get any more than that through t his
process. So take your pin here.

We're trying to -- it's two o’clock now. Let's

take a 30-minute break, come back. We are going to offer

Richard Pomp a chance for further questions. Then we

need to move to a discussion of the pollution tax a nd a

discussion of the royalty on potential oil drilling . And

then we’ll try to come back around and see where we are.
Thank you.

COMMISSIONER BOSKIN: How long?
CHAIR PARSKY: Thirty minutes.
(Midday break 2:00 p.m. to 2:50 p.m.)

CHAIR PARSKY: We'd like to start now. And what
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we’re going to do is, Commissioner Pomp is the last
guestioner for this part of the tax package that we
been discussing. And then we’ll turn to several ot
elements of the package that I'd like to come back
and get a sense from the commissioners where they a
their thinking, and then we’ll see where we go from

So, Richard, why don’t you proceed with
guestions?

COMMISSIONER POMP: Yes, thank you, Gerry.

I've got a bunch of questions, | think -- and
this is going to be a judgment call for you. 1 thi
we stop after every question and have people give a
answer, it may run a little longer than what you wa

I've had the benefit of sitting next to John
at lunch, and that was very useful. That will help
short-circuit some of the questions | have.

So if you're happy with that format, I'll just
put stuff on the table. And then afterwards, peopl
respond or not.

And | think, for the record, as long as we’re
doing a mea culpa, | am not a registered Democrat,

I’m not even -- not of any kind.

Let me start with two fallacies that I think

are very important to clear up. One is, just becau

certain income group pays the lion’s share of a tax
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does not follow the tax is progressive. That's a
fallacy. | can have a regressive tax; and if | hav
many wealthier people than poor people, they will s
pay the lion’s share, even under a regressive tax.
you can't use that to look at progressivity or
regressivity.

The second fallacy: What we are talking about
the NBRT has nothing to do with Europe. Europe has
is known as a “credit invoice transactional value-a
tax.” Itis a retail sales tax collected in stages
That is not what we are talking about here. There’
one country in the world that arguably has somethin
similar to what we’re doing here, and that’s Japan.

not even clear it's similar. So that’s the second

The European experience, when everyone is in the

system, as is true in the economic union, the world
very different from the world we are debating here
with the exception of Michigan, we’re going to be t
only state with an NBRT. That does put our vendors
competitive disadvantage. When they buy things and
an NBRT and then export it, the single factor means
won't pay any NBRT on the sales proceeds received o
export, but they will have NBRT embedded in the cos
the good that’'s being exported. They will compete

U.S. market with everyone from other states that do
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have this tax.

This is why there is value in having a tax
system that’s not out of step with other states, an
that’'s why | really am somewhat skeptical about our
eliminating the corporate income tax, a tax we've h
about 70 years; a tax that 90 percent of the states
and a tax for which we have not heard any empirical
has negative consequences on the California economy

Now, maybe the basic reason it doesn't is that
very few corporations pay it. I'd like to know mor
that. I've proposed a plan that has at least the
potential of turning that around.

But | want to rehabilitate and reinvigorate the
corporate income tax. | would never give up a tax
part of the mainstream of the U.S. economy. 1 thin
that’'s a big mistake.

Marginal tax rates. In general, sure, |
subscribe to the philosophy that a lower marginal t
rate is better than a higher one. That debate has
basically occurred in the context of the federal sy
where you have rates approaching, with the phase-ou
50 percent. And people don’t appreciate -- I'm sur
people on the Commission appreciate it because they
probably pay it. But, you know, what Congress did,

than raise nominal rates, was take away our persona

ad for
have;

data

e about

that's

ax

stem,

ts,

rather

Daniel P. Feldhaus, CSR, Inc916.682.9482

119




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

exemptions or itemized deductions, you throw on the
and you could easily be pushing 50 percent. That's
debate --
CHAIR PARSKY: Rich, | don’t mean to interrupt,
but if you could separate your remarks. You’'ll hav
opportunity to make statements, but just separate y
remarks from questions that we have the staff --
COMMISSIONER POMP: This is a question, but the
staff is not going to be able to answer it.
CHAIR PARSKY: Okay.
COMMISSIONER POMP: Is there any evidence that
the marginal tax rate of the California income tax
had ill effects on the economy?
And you can answer this by introspection, Gerry.
You're very hardworking. Are you going to work any
if we lower your marginal tax rate? 1'd doubt it.
mean, | just can’t believe it. | can’t believe oth
people on this panel will work harder. So I'm alli
skeptical about what we’re going to get in return f
lowering marginal tax rates.
My question is, is there any evidence? And
I'll leave that one for people to deal with.
But | have a combination of comments --
COMMISSIONER PRINGLE: Mr. Chairman, | would

like you to answer his question: Would you work ha
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CHAIR PARSKY: Well, it's hard for me to assess

that issue in connection with the pay | am receivin g for
this commission. If it was taxed at a little highe r rate,
| might work a little bit less. But given that, I m not
sure -- Richard, | would only say to you that | tho ught
at several commission meetings you, as a commission er,
said that, among other things, that lowering the ra tes
and expanding the tax base were positive things tha t you

could see happening in California. And that was a
statement you made. | don’t know quite how you wou Id
implement that, but I'd be interested.

COMMISSIONER POMP: Implementing is no harder
than what you're thinking about implementing or we’ re
thinking about implementing with the NBRT.

| would eliminate waste and inefficiency. |
might start with tax expenditures that can survive a
cost-benefit analysis.

If we agree that something should be eliminated
because there is no empirical support that it does
anything that overcomes the loss in revenue, | woul d use
that revenue, and | would be happy to lower the rat e of
that particular tax.

COMMISSIONER EDLEY: Are you reading any news
coverage of what happens in Sacramento? In what un iverse

do you think the State Legislature would do what you're
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suggesting?

COMMISSIONER POMP: The same universe that's

going to say they’re not going to do the NBRT, soy
could read the politics the way you want and I'll r

the way | want. But | would like to at least talk

what the right answer is. You know, there’s plenty
room in the Legislature to play, “Let’'s make a deal

I'd like to talk about what the right answer is. |

we should be role models on this commission. Andy
could go ahead and read whatever the politics are t
you think they are. But we’re not going to get any

debating politics.

CHAIR PARSKY: Let’s just focus on questions.

COMMISSIONER POMP: Right.

Next question: Half of the reduction in the
personal income tax, which is about seven or seven
half billion dollars, goes to about 3 percent of th
taxpayers.

And | guess my question is, was that in order
to reduce volatility or is that a combination of re
volatility and hoping to get some favorable incenti
built into the personal income tax so people would
more in California or work harder and things like t

And, you know, for me, that's a very skewed

distribution, half to 3 percent of the taxpayers.
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like to know why. I'd like to know why the itemize d
deduction for medicals was eliminated, as well as t he
child-care credit. | mean, | don’t really understa nd.

We have an R & D credit that we're proposing in

the BNRT, a credit for which at least -- | don’t re ad
politics, | read the economic literature and empiri cal
studies. And I find that there is no empirical evi dence
that the R & D credit pays for itself. So we’re wi lling
to do something for which there’s no empirical evid ence

and we’re eliminating a child-care credit. | mean, I
don’t understand that kind of trade-off, and | don’ t
understand -- and | did listen to the President’'s s peech

last night. It's hard for me, in the light of that

speech, to understand how we are eliminating an ite mized
deduction for medicals. People who are losing jobs or
losing medical benefits and are no longer covered b y

insurance; they’re paying for stuff out-of-pocket. I
don’t understand how we’re not taking that into acc ount.
| would like to see, along with the additional
data that others have asked for, I'd like to see th e
winners and losers in each of these income groups.
Because | am curious how many of the losers ends up
paying more tax under this proposed system -- and w e know
there will be some -- are going to do that because of the

elimination of the medical deduction and child-care
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credit. And that should be knowable.

So | also have trouble thinking about this whole
package without knowing the incidence of the NBRT.
| know it’s tricky and | know we also had a consult
who gave us some best guesses as to the incidence e
And | believe about 70 percent was going to have th
incidence of a sales tax.

Working with that, | would like to see sort of
the omnibus incidence effects. | have trouble thin
about one part of that. And | appreciate John’s re
about how may we know more about one tax than the o
But nonetheless, I'd like to at least see our best
estimate, perhaps using our consultant’s prediction
it will have the effect, the NBRT, at least to the
of 70 percent as a sales tax. And so I'd liketo s
that does.

We're reducing the tax on the wealthy, which is
going to be the largest-growing sector when the eco
turns the corner. This has been true in all other
of time. We are moving to a consumption tax which,
the difficulty of obtaining debt financing, we're s
a falloff in consumption. The Feds are likely to m
a consumption tax to finance the deficits and healt
They’re going to be squeezing consumption, would be

least my guess. It seems to me, it's sort of the w
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time to be eliminating a corporate income tax.

Profits grow very fast as you come out of a
recession. So we are eliminating a tax on a fast-g
revenue base; we’re cutting taxes on the wealthy, a
fast-growing revenue base; and we are moving to wha
likely to be a slow-growing revenue base. That jus
doesn’t make good sense to me.

I'd also like to know -- and this is for the
staff -- this is easily knowable -- how did they gr
income from current year to 2014? Was the same gro

factor used for each income group?

And that, | suppose, is an easy “yes” or “no.”

MR. SPILBERG: The way that income was grown

was by basically form of payment. So there were ca
gain growth rates, there were wages and salary grow
rates and the other sources of income. And because
sources of income are distributed differently acros
distribution, you would have different growth rates

the distribution.

COMMISSIONER POMP: So a higher growth rate was

used for capital gains than for wages?

MR. SPILBERG: Yes, it was.

COMMISSIONER POMP: Okay. And, again, let me

add my compliments to everyone else’s kudos for the

enormous work of the staff, including the drafting

rowing
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bill -- or at least some parts of a bill, though |
understand we’re not going to propose that, and | d
know how we could vet it -- but an enormous amount
work went into that.

One of the things | worry about, Gerry, with the
NBRT: When it comes to an income tax, the Legislat
a pretty good idea of what the right answer is. If
in and I'm lobbying; and | say, “Oh, you know, vaca
should be deductible because | can show you evidenc
increases productivity,” a legislator may consider
but they will at least know it's not part of the st
of an income tax. You don'’t give a deduction for p
consumption like vacations.

There is no one who understands what the
normative structure of the NBRT really should be.
am sure debates that our working group had indicate
many cases, you just don’t know what the right answ
Financials, insurance. It's difficult -- nonprofit
And | am just afraid that while we might like somet
that’s theoretically pure, it is going to come out
Swiss cheese out of the legislative process. Peopl
going to come in and they’re going to go, “Look, th
really unfair to labor. You don’t get a deduction
labor. You've got to do something about it.” And

willing to bet you something will be done about lab
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Now, we heard some sophisticated arguments
about how labor really isn’t treated more favorably
capital purchases. The premise of those arguments
that the producer of the capital good was subject t
NBRT. That is a European argument, where you can b
somewhat assured that in a large economic union, th
provider will be subject to the NBRT, or what's
equivalent, the transactional value-added tax.
There is no assurance here. California is going
off on this on its own.
If | go over to some other state, buy capital
equipment, put it in my truck, bring it back to
California, 1 don’t believe that the supplier of th
subject to the California NBRT.
COMMISSIONER EDLEY: That's a risk.
COMMISSIONER POMP: It's arisk -- | think it's
more than a risk. It's a risk | think | would take

contingency basis. | mean, if someone comes to me

CHAIR PARSKY: You'll be paid the same amount

of money you're getting for serving on this commiss
that.

COMMISSIONER POMP: Well, until we win it,
that’s right.

If someone comes to me in Connecticut and asks

for an opinion letter on the NBRT and | do all my s
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in Connecticut and then | e-mail them or Fed Ex the
fax them the results of my services, | don't believ
an NBRT payer, and | don’t believe any known theory
economics nexus makes me an NBRT payer. If that's
everyone going to --

CHAIR PARSKY: Well, let’s just pause on that
for a minute. Let’s just pause.

COMMISSIONER EDLEY: Yes.

CHAIR PARSKY: Because I'd like Carl to just
talk about the work that was done by the Franchise
Board in preparation of a memo relating to the

constitutionality -- of potential constitutionality

COMMISSIONER EDLEY: Gerry, I think that what

Richard just said is unexceptional in terms of the
applicability. The question is, how many transacti
that sort would actually occur.

He’s just saying, there wouldn’t be any
economic nexus if all the business takes place in
Connecticut. | think that’s clearly true.

The question is, how many people would drive
across state lines in order to consummate the deal
thereby get out from under it? And | think it woul

a trivial fraction.

COMMISSIONER POMP: Most people call me and

don’t drive, so very easy to call today.
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COMMISSIONER EDLEY: Frankly, I'm less worried

about you than | am about --

COMMISSIONER POMP: Than Nevada.

COMMISSIONER EDLEY: Nevada, yes, exactly.

COMMISSIONER POMP: And then we -- the NBRT --

CHAIR PARSKY: Let’s just -- Carl, make a few

comments here.

MR. JOSEPH: Okay. Well, we were asked by the

Commission to do some work in that area about what
possibilities are, about the constitutionality of a
economic-presence-type nexus standard. And we revi
the cases that have been decided -- at the state le
mind you. It's never been at the Supreme Court. A
you know, we came to the conclusion that it's most
that this is okay.

Now, granted, bad facts can make for bad law.
And one transaction with you, Richard, on the servi
contract in Connecticut would probably not be the ¢
that ends up in front of the Supreme Court.

Nonetheless, if you had a taxpayer who was
providing services of a significant quantity to Cal
taxpayers and was availing themselves of the Califo
market, | think that, at least the cases at the sta
level have indicated a rather strong prevalence on

state’s part, that there is no physical presence ne
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to apply the tax.
COMMISSIONER POMP: And the key phrase
was “availing themselves of the California market.”
don’t think Carl is suggesting | avail myself of th
California market when | sell to a customer who tak
good, picks it up in a truck, and brings it back to
California.
Are you suggesting that’s availing myself?
If so, everyone’s availing themselves of the Califo
market. Anyone who sells inventories to a Californ
purchaser, who comes and loads it up on a truck and
goes --
CHAIR PARSKY: Okay, Richard, Richard, Richard.
COMMISSIONER POMP: So, all right.
CHAIR PARSKY: Richard, hold on. Let’s -- you
went through all of these questions in a conference
with the staff.
COMMISSIONER POMP: But not with the
commissioners.
CHAIR PARSKY: | know. It's okay.
COMMISSIONER POMP: So what difference does it
make?
CHAIR PARSKY: I'd like you to try to focus on
some issues here that bother you, and then let the

Commission know whether or not you would support, i
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rnia
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form -- any form whatsoever, with any conditions at
an exploration of a business net-receipts tax or no
COMMISSIONER POMP: The issue of nexus is the
900-pound gorilla in the room, Gerry. | mean, that
the -- you're either going to have an incentive for
offshore outsourcing or you're not.
And the fact that | express these same views
with the staff, that's not the same thing as sharin
with the commissioners.
So let me -- in the interest of time, you know,
how to think about nonprofits. You can’t just say
treated this way under an income tax and, therefore
going to carry over that treatment to a value-added
You have to start from thinking about what a value-
tax means. You can't just assume that the correct

treatment under an income tax follows into a value-

tax.
NOLs --
CHAIR PARSKY: Just pause on that.
You would tax nonprofits under a BNRT?
COMMISSIONER POMP: | did not say that. I'm
saying —

CHAIR PARSKY: Well, what are you saying?
COMMISSIONER POMP: I'm giving you a thought

process of how to think about it, that --
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COMMISSIONER EDLEY: We did. We did. And it's
a hard question. We came up with a recommendation.
us what you think would be a better recommendation.
COMMISSIONER POMP: | was not privy to your
discussions, so -- but | will say this: | know wha
wrong answer is. The wrong answer is to assume tha
we do in the income tax is the right answer under a
value-added tax.
COMMISSIONER EDLEY: It wasn’t an assumption.
It was the sense that -- I'm sorry, it wasn’'t an
assumption, Richard. It was a sense of, well, the
Legislature has clearly made a decision that a cert
class of activity is going to have tax-favored stat
And even though this is a different form of tax, we
kind of thinking what would be more consistent with
previous policy judgment’s balances that were struc
the Legislature. And at least what John and | thou
and | think Gerry agreed, that you could do on the
hand, on the other hand; but we thought that the be
of the argument was, if the Legislature wanted to f
them under Tax System A, the Legislature would prob
also prefer to favor them under Tax System B. And
policy matter, it could go either way. So that was
reasoning process.

I'd love to be educated, though.
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COMMISSIONER POMP: Here’s my initial starting
point: | may decide under an income tax that the c oncept

of income has no rigorous meaning when applied to a

certain kind of activity -- maybe a charitable acti vity,
do | count donations as income, are they gifts whic h are
traditionally exempt under an income tax? | might decide
that the notion of income doesn’t apply to a nonpro fit
and, therefore, | will exempt it from a tax on prof it.

That doesn’t mean that a nonprofit doesn’t

generate value-added. It may or may not. You know :

that’s a debate worth having. What kind of nonprof it?
What are they doing? Are we going to be discrimina ting
between a for-profit provider of that good or servi ce
and a nonprofit provider of that good or service? Those

are legitimate questions to have.
All I'm suggesting is, an answer under an
income tax doesn’t necessarily carry over.

COMMISSIONER EDLEY: I think that's absolutely

right. But I think that we may have a disagreement on
the conceptual clarity behind section 501(c) of the IRC.
| don’t think it's all about confusion about what i sor
isn’t income.

COMMISSIONER POMP: Well, it may not be totally.
COMMISSIONER EDLEY: Right.

COMMISSIONER POMP: All right, that's fine. 1
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agree, it may not be all about that. All 'm sugge
is, when you move to a different kind of tax base,
has to rethink these from scratch.

NOLs -- when you think about an NOL in the
corporate income tax, what does the NOL say? The N
says that, “I will shelter a future amount of incom
from taxation, equal to the NOL.”

If we’re going to eliminate a corporate income
tax, the system has kept its promise. Not only hav
sheltered an amount of income from taxation equal t
NOL, we’ve sheltered all income from the NOL.

We've kept our promise. There’s no logical
reason why that NOL should be carried over into a

completely different tax, a value-added tax.

COMMISSIONER EDLEY: Here would be the logic:

The logic would be that anytime one constructs a
transition strategy in moving from one tax structur
another tax structure, part of it is about logic, p
of it's about a sense of what’s equity, and part of
pays attention to what are people’s reliance intere
Part of it is a concern about a disruption in marke
et cetera.

And | think putting all of those things
together, it's not just a matter of logic, it's a n

that you have firms that have been constructed with
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certain expectation about stability in the tax syst
and what it's going to look like, and they may have
expectations about having an asset on their books t
will be valuable if they’re acquired by another
corporation, et cetera.

And while it doesn’t seem reasonable to try to
preserve 100 percent of all of that value, nor does
seem to me reasonable to think that it should simpl
evaporate with the adoption of a different tax stru

So, again, | think that this is a matter of
just trying to reach some agreement about what's a
reasonable way to strike a balance as you're trying

craft a transition between, from one system to anot

em

hat

cture.

to

her.

COMMISSIONER POMP: And | guess the way to test

that theory is, if we were just to eliminate the co

income tax, without any kind of financing mechanism

could be tied to it, like the NBRT -- we just decid

a flush time to eliminate the corporate income tax,

the State really be thinking of reimbursing people

NOLs which they have gotten the benefit of and that

will be no future income -- all income to be taxed?
COMMISSIONER EDLEY: | absolutely think the

State would think about it. As to whether or not t

actually do it, I'd have my doubts simply because i

be far less practical in a situation in which taxes
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disappearing, | mean, whatever planet that is.
COMMISSIONER BOSKIN: Well, it would have been
nice if we were convened during a period of robust
revenues and we could have a tax cut along with ar
That would make everybody’s life easier.
But | think, Richard, one of the main
differences between NOLs and other fluctuating inco
that many businesses have extremely cyclical revenu
extremely cyclical profits. Therefore, there will
times they are negative.
We don’t reimburse them. Our tax system is
asymmetric. It stops at zero, okay. It's unlike,
income is X one year and 2X another. | may wind up
higher tax bracket, and there’s an issue about whet
averaging ever made sense, et cetera. Butif it's
“minus X” one year and “2X” the next year, and it's
averaging “X,” I'm not being taxed on that. | neve
to take advantage of the fact that | had “minus X.”
should have gotten a refund on my taxes and | didn’
It's being carried over.
COMMISSIONER POMP: So you're saying that if |
operate in a loss position for my entire history an
go out of business, I'm entitled to a refund of the
| never paid?

COMMISSIONER BOSKIN: No. No, no, no. There

eform.
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has to be some practical limit, sure.

COMMISSIONER POMP: And finally, on the minimum
tax, | mean, if you really believe everyone should
minimum tax, we, | think, are eliminating the minim
on LLCs, corporations, and every other entity.

| happen to think there should be a minimum tax,
at least on business entities. | think in recognit
their use of the infrastructure, there should be a
tax. And | don’t understand the logic of eliminati

COMMISSIONER BOSKIN: But not on people?

COMMISSIONER POMP: People, I think, is a little
harder because we have an ability-to-pay notion whe
comes to people.

And | also think there’s something more subtle
with work, that minimum tax will be collected throu
withholding. And most people become completely obl
to taxes collected through withholding.

And what the focus groups show -- and you can
do this through introspection -- most people know t
refund they got from the IRS and they know the chec
wrote when they sent in their return, they are
hard-pressed to tell you what the total amount of t
personal income tax was actually paid over the cour
the year, so -- and | have a feeling this would be

same thing with people.
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COMMISSIONER EDLEY: Do you have a sense of,

if there were a minimum tax, what it should be?
It's currently, what, $8007?

MR. JOSEPH: Yes.

COMMISSIONER EDLEY: $800 on the bank and

franchise tax?

COMMISSIONER POMP: 1 would just continue it.

People are used to it, so...

Anyway, Gerry, | have more, but | could see no
one has patience.

CHAIR PARSKY: Well, Richard, let me just say
this: | know that you have a lot of experience in
areas, and | know that you've proposed an alternati
to look at what the Commission should do.

Inherent in what you have suggested, | think --
although part of the text of what you've suggested
included an open mind with respect to the BNRT and
mind in terms of adjusting the personal income tax
But it sounds like your mind is closed -- and that’
perfectly okay, you're welcome to, and should, carr
forward your own personal views irrespective of whe
the rest of the Commission reaches consensus.

Just so that everyone understands, your
approach, I gather -- tell me if I'm wrong -- would

to leave the personal income tax all alone? Don'’t
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that tax?

COMMISSIONER POMP: No. As my memo suggested,
| can certainly accept, in the interest of trying t o]
reach a consensus, a distributionally acceptable
reduction. 50 percent of the reduction to 3 percen tto
the taxpayers is not acceptable to me.

CHAIR PARSKY: No, no, | was just reading from
the summary of your plan --

COMMISSIONER BOSKIN: What about the taxes that
are already being paid? They’re paying 50 percent of the
taxes.

COMMISSIONER POMP: Yes.

COMMISSIONER BOSKIN: So we're keeping the
distribution of the tax burden the same, basically.

COMMISSIONER POMP: And you're giving half of

the about $7 billion reduction to 3 percent of the

taxpayers.

COMMISSIONER BOSKIN: Who pay half the income
taxes.

COMMISSIONER POMP: And I've suggested that the
percentage someone pays of the total tax does not a ddress

the distributional issue. | could --
CHAIR PARSKY: Well, we just have a disagreement
about that.

COMMISSIONER POMP: You're talking of more
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wealthy people.
COMMISSIONER BARRALES: Can | ask, Mr. Pomp,
what would your proposal be? How would you distrib
that?
COMMISSIONER POMP: | don't see -- | mean, |
have heard no testimony, no evidence -- | don't thi
the Commission has heard any -- that there are nega
consequences from the existing personal income tax
California.
COMMISSIONER BOSKIN: Charles McLure, James
Hines, and Roger Gordon all testified to the high m
tax rates in California, personal and corporate, be
disincentive to invest in, expand businesses in, lo
in California, and were one source of California’s
competitiveness problems which were part of our cha
They are the second and third items of our charge b
Assembly and Senate leaders and the Governor.
Now, research --
COMMISSIONER POMP: If you notice --
COMMISSIONER BOSKIN: 1 totally agree that when
you try to pinpoint a study just of California, it
a needle in a haystack. That becomes very hard.
COMMISSIONER POMP: And I cited studies, Gerry,
in my memo, about how marginal rates had no effects

these other --
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CHAIR PARSKY: Your memo has been distributed
to the public. The public has your memo.

| was trying to understand as a commissioner
what it is you're asking this commissionto doin r
to their charge. And it sounds like -- it sounds |
you don’t have a plan for changing the personal inc
tax. That wasn’t one of your seven points.

COMMISSIONER POMP: That is correct. | accept
that.

CHAIR PARSKY: Okay, I just wanted to make sure
we’ve got it clear, so everybody understands.

COMMISSIONER POMP: But I do not have a closed
mind to something that is more distributionally
acceptable.

CHAIR PARSKY: No mind is ever closed
permanently.

COMMISSIONER POMP: Of course.

CHAIR PARSKY: No mind.

The points that you raise in your memo, however,
that relate to the corporate income tax -- and ther
several -- in terms of provisions that you thought
included, that were not appropriate by the Californ
Legislature, and the publishing of the names of pub
traded corporations who received expenditures, as w

as the publishing of the names of corporations that

esponse
ike

ome

e are

were

licly
ell

paid

Daniel P. Feldhaus, CSR, Inc916.682.9482

141




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

the corporate tax -- all of those suggestions would

unnecessary if we eliminated the corporate tax.

one.

COMMISSIONER POMP: Not the tax expenditure

CHAIR PARSKY: Well, on the tax expenditure, |

think we’ve made it clear that our charge was not t

with expenditures. But | would just like to ask yo

qguestion: Would you want to identify tax expenditu

under the personal income tax as well?

COMMISSIONER POMP: | might. You know, John

and | were talking at lunch. Put us in a closed ro

we’ll come up with a list of tax expenditures that

think are worth —

CHAIR PARSKY: Okay, | think everyone --

COMMISSIONER BOSKIN: Would you also like to

list every Californian that is exempted from the in

tax?

COMMISSIONER POMP: Individuals have a right to

privacy that corporations that are publicly traded,

file voluminous SEC reports, do not have. And that

my proposal was limited to publicly traded corporat

CHAIR PARSKY: Okay, listen, you have a lot of

expertise. You're perfectly entitled to your views

think everyone understands the direction you would

to go.
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If, between now and September 20 you decide to
go in a different direction, I'd like you to let al
commissioners know, because we are still seeking un
around this table. But it's clear that the directi
is being outlined is not a direction you'd like to

| would only urge that you look at, extensively,
the magnitude of work that's been done, and that yo
listen to the balance of the presentation that is g
be made by Commissioner Keeley and Commissioner Bos
and see if, out of all of that, you can find your w
support a proposal by all the commissioners that is
take-it-or-leave-it proposal, but is an attempt to
reform and a request of the Legislature to take thi
effort seriously.

COMMISSIONER EDLEY: I'm sorry, Gerry, can |
just ask a question procedurally? I'm very interes
supporting three of Richard’s recommendations. Tha
regarding a severance tax, the independent tax cour
ending the pay-to-play.

At what point would you propose that we talk

about those --

CHAIR PARSKY: Two of those: The independent

tax court and the pay-to-play concept is part of ou
discussion today, and will be one of the potential

recommendations for this commission. It was identi
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as part of the tax package earlier.

COMMISSIONER EDLEY: Right.

CHAIR PARSKY: And it will be.

The severance tax issue will be also addressed,
but I think in the context of -- and I'm not quite
| understand exactly what it would apply to -- but
will certainly -- this severance tax, do you want t
explain that a little bit?

COMMISSIONER POMP: Yes. ltis, | think, in
use by every state in the country that has substant
natural resources. By severing it, it is the bring
the resource to the surface. It differs from the r
proposal of Michael, but it's similar in that it ap
to natural resources.

There have been bills filed in the past in
California that are a very good starting point for
The Commission would have to decide what a good rat
would be. But the groundwork has been done. | did

repeat in my memo, but the groundwork’s been done.

CHAIR PARSKY: We'll discuss that in the context

of Michael's -- yes.

COMMISSIONER LOZANO: | have one question also.

CHAIR PARSKY: Yes.

COMMISSIONER LOZANO: The comment about the

deductions -- and | do recall in one of our commiss
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meetings, we talked about medical benefits -- medic
care. And could you describe for us why that was n

included in our package?

CHAIR PARSKY: Well, we started with the notion

that there would be no deductions. That's one star
point.
| think Richard commented that he would favor
that, that there would be no itemized deductions at
Start just with AGI. And discussion around the tab
that that wasn’t something that the entire Commissi
could coalesce around. And so we started down the
things that could be included in itemized deduction
| think -- my recollection is that it was the
property tax, in effect, taxing a tax, was somethin
a number of commissioners said didn’t make sense.
And then we identified, and for the last two
Commission meetings had on the table, these three i
deductions. That's not to say that the medical ded
isn’t available at the federal level, because it st
would be -- and child care and a number of other th
And it is important not only to look at these tax
proposals as a package, but also see the interrelat
between the changes made here and the federal tax,
we will certainly comment about.

But | thought that there was the ability to
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achieve full consensus, but including only those it

COMMISSIONER POMP: They were all deductible
at the federal, so that doesn’t distinguish the med
from any of the others.

COMMISSIONER EDLEY: What was the revenue loss
associated with the health-care deduction? Do you
remember?

CHAIR PARSKY: | think -- did we identify the
revenue loss relating to the health-care deduction?

COMMISSIONER EDLEY: | remember, way back
earlier we did.

CHAIR PARSKY: I think earlier, we did.

MR. IBELE: | don't recall. | can check the
transcript.

COMMISSIONER POMP: It just seems to me, Gerry,
it looks very callous on our part to take away a
child-care credit, deduction for medicals, and leav
charitable, for example. And that just, | don't th
sells well.

COMMISSIONER BARRALES: | thought we weren’t
supposed to do medical?

COMMISSIONER POMP: | wouldn’'t have any of
them. As Gerry correctly stated, | certainly would
prefer moving the AGI. But if we're not going to d

then | don’t understand the line we’re drawing.
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CHAIR PARSKY: Okay. Let's --

COMMISSIONER HAUCK: Gerry?

CHAIR PARSKY: Bill?

COMMISSIONER HAUCK: It's pretty clear to me
that | erroneously relied on our meeting going from
eleven o’clock until four o’clock today. | mean, | have
an obligation I've got to see to.

We also have a number of people, according to

what you've said, who would like to address this

commission; and I'd like to hear them. So what I'd like

to suggest is that we let those people make whateve r
presentation they have to make. It's also clear th at we
are going to have another meeting on Monday. And h owever
it proceeds, we could cover what we don’t cover tod ay as

we begin on Monday.

So I'd like to suggest that we hear from the
folks that have sat here all day, listening to this mostly
erudite discussion, so that they have an opportunit y to
say what they would like to say.

CHAIR PARSKY: I couldn’t agree with you more.

Okay, thank you all very much for this
discussion of this aspect of the potential set of
recommendations.

| would like to now turn to the balance of the

tax package identified that we were going to be
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considering. And | want to remind everyone of the
framework, again, that we agreed would be included
Sections 1 and 2, off of this specific two-page tax
package.
Let me just ask the commissioners one question
in connection with that. We did not hear, since th
meeting, any individual commissioner with a present
or incremental additional work on the inclusion in
Sections 1 or 2 of the split roll. And so | would
the commissioners if it would be acceptable to move
item away from consideration within Sections 1 and
which is what we’re talking about.
Would any commissioner have objection to that?
(No response)
CHAIR PARSKY: Okay. Then that leaves us for
discussion the pollution tax, which I'd like to tur
now, and introduce -- and have the discussion led b
Fred Keeley. And | know he has several people that
supported putting this effort together. And we’'d |

have a full discussion of this.

COMMISSIONER KEELEY: Mr. Chairman, thank you

very, very much. | really appreciate it.
| would, by way of a piece of housekeeping
business, if members want to find this -- if

commissioners, rather, want to find this -- take a
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at Tab 9, and the next-to-last blue sheet of paper
your next-to-last piece of blue paper in Tab 9, tha
should start with a piece of paper that says, “Petr
Fuels Pollution Tax: Rationale and Process,” if we
all at the same place.
Okay, and what follows behind that is draft
legislation from Legislative Counsel on this matter
So now I've got you focused on the item.
Let me frame this issue up this way; and if |
could, if I could ask Bill Dorey, the president and
of Granite Construction to join us at the witness t
and John Boesel from CalSTEP to also join us.
(Mr. Dorey and Mr. Boesel came to the
witness table.)
COMMISSIONER KEELEY: Okay, thank you.
Mr. Chairman and Commissioners, during the
course of our discussion and deliberations, we have
discussed the idea of a pollution tax or, as Mr. Do
always wants me to call it, a “green fee.” So that
a lot like golf, but I'm willing to do it, anyway.
The idea here is this: We have discussed this
idea, from time to time, and that is that Californi
taken a lead in the nation, among all the states in
United States, with regard to addressing the issue

greenhouse gas emissions. And most significantly,
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the passage of Assembly Bill 32, and the passage an
enactment of Senate Bill 375. And what these said
that California, irrespective of what the federal
government may or may not do, that California would
itself in a position and make commitments to reduce
greenhouse gas emissions to 1990 levels, and that
would do it over a relatively short period of time.
that the Air Resources Board and the California Ene
Commission and the Office of Planning and Research
others in the executive branch would develop strate
for dealing with that in accomplishing that emissio
reduction. And they are working to do exactly that
There is a considerable body of opinion which
says that in order to achieve those emission-reduct
goals, it will also be essential for California to
the burning of fossil fuels at a level that will ca
two things to happen: One is a level of consumptio
be reduced; and secondly, that we would send a sign
the marketplace that we are going to internalize th
of burning gasoline and diesel fuel, so that those
no longer fall onto the general public by way of pu
health costs, reductions in agricultural productivi
and so on. And that it would also send a signal th
California is the place where venture capital, toge

with intellectual capital, together with entreprene

was

put

its

And
rgy
and

gies

ion
price
use

n would
al into
e cost
costs
blic
ty,

at
ther

urial

Daniel P. Feldhaus, CSR, Inc916.682.9482

150




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

spirit and risk-taking, would help move global
climate-change solutions to market. Whether that i
different types of fuel or different types of vehic
or any other imaginable solutions, that one of the
ingredients to making that happen is to price fossi
fuels appropriately so that the costs are internali

So the proposal in front of you has two
features to it that I'd like to draw to your attent

Firstis, it is a tax. It takes the existing
excise tax on gasoline, which is 18¢ in California,
was adopted in 1990, with no indexing for inflation
we have essentially lost the purchasing power of th
It adds a new 18¢ to it, and then indexes that with
over the next ten years; so that we get to a place
quickly where California has priced the burning of
fossil fuels to cover the internalizing of the cost
price it to internalize those externalized costs we
now; and secondly, to send essentially signals into
marketplace that will start adjusting behavior.

That is one side of this proposal, and that is,
raise the excise tax, raise it for ten years into t
future.

The other side is, what do you do with that
money?

Now, | understand that, strictly speaking, the

les

key

zed.

ion.

which
. So
at 18¢.
growth
fairly
those

, 10
have

the

he

Daniel P. Feldhaus, CSR, Inc916.682.9482

151




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

Commission has steered away from wanting to get ter ribly
involved in expenditures. And | understand that.

Let me explain a couple of things about this.
To some extent, we cross that line a little bit in the
BNRT discussion and others, because there’s places where
you’re going to want a certain kind of credit here ora
certain kind of credit there. Well, those are
expenditures under budgeting.

This goes far beyond that. | understand that.
But here’s the reason that it goes beyond that:
Article XIX of the State Constitution governs all o f the
expenditure of this money -- all of the expenditure of
this money. It has to be any expenditure of any mo ney
raised through the state excise tax on gasoline. | t has
to be consistent, the expenditure has to be consist ent
with Article XIX of the Constitution.

And so what the working group tried to do --
and we met on August 12 ™ and had a lengthy agenda that’s
in your packet. We again met on August 18 h “and we again
met on August 25 ™. And it was a large group of people.
It was folks from the Assembly and Senate Revenue a nd
Taxation committees, the Speaker’s office, the Pres ident
Pro Tem of the Senate’s office, the Franchise Tax B oard,

Board of Equalization, interested parties from the

business community, interested parties from local
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government, from transit, from transportation agenc
and so on.
And what we did was, we looked at the current
situation relative to underinvestment in California
our infrastructure. And we said, if we are going t

st

competitive in the 21 century, one of the things that
has to happen is that our transportation and transi
systems need to be as modern as our ideas are and a
aspirations are.

Secondly, is there a way that, while raising
this tax, we can relieve some of the pressure on th
state general fund? And we found that the answer t
is yes. There’s about a half a billion dollars a 'y
right now, spent from the general fund to retire ge
obligation funds approved by the voters for transit
transportation.

We would propose to take the first half billion
of this and pay those bonds instead of general fund
relieving a little bit of the pressure on the gener
fund.

We also understand that AB 32 and SB 375 are
the law of California; and that, as a commission, w
should be pursuing the enforcement and the robust

enactment of those and realization of those aspirat

goals contained in those two measures.
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So we have some funds that are consistent with

Article XIX of the Constitution that would be appro
for AB 32 and SB 375 compliant purposes. But the v
bulk of the money raised -- and it would start at a
three and a half billion dollars a year, and by Yea

be somewhere up around $13 billion to $15 billion a
year -- the vast bulk of that would be split evenly
between State Caltrans appropriations -- we're not
to micromanage that. The Legislature is not going
micromanage that. They have a huge, billions and b
of dollars of backlogged projects and maintenance a
repair and so on. This would provide a steady, ded
funding source to try to claw away at that backlog.
so do local governments. They are responsible in t
City of Berkeley for maintaining all of their count
roads. In Santa Cruz County, we have 610 miles of
road in the unincorporated area. | don’t know what
is in Anaheim, but it’s a lot of city road. And th

have precious little resources to be able to mainta

existing system, much less make improvements.

So the idea here is to really attack this issue

from two points of view using tax policy. One ist
pricing signals, and the other is the expenditure s

consistent with Article XIX of the Constitution.

And the two folks that have been very kind
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today to show up and provide some additional inform
first, I'd like to introduce Bill Dorey, who is the
president and CEO of Granite Construction. They’re
very large construction firm based in a very small
Watsonville, in Santa Cruz County. And Bill Dorey
| have known each other for a very long time. And
just talked two or three weeks ago about this topic
And as Bill likes to tell anybody who will listen,
thinks this is the first time he and | have agreed
anything, so...
But Bill has a presentation, and then John
Boesel will have one, and then I'll introduce John
moment.
Thank you, Mr. Chair.
MR. DOREY: So do | have to keep pushing this?
CHAIR PARSKY: Unfortunately, | think so.
MR. DOREY: All right, Fred is right, my name
is Bill Dorey, and I'm the CEO of Granite Construct
Company. And we build roads, streets, dams, tunnel
transit facilities from Alaska to New York City. W
headquartered in a very unlikely place, and that's
Watsonville, California. There’s about 30,000 peop
live there. That's where we started. Our Californ
contractor’s license is number 89, to give you an i

how old this company is.
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| have been absolutely fascinated by this
discussion today. | arrived at about eleven o’cloc
today. I've listened to all the testimony. And I
tell you, there are some very smart people dealing
a very complicated question. And | am thankful tha
are all here, and I'm thankful that you've given me
opportunity to testify.

| am not going to try to solve the tax-structure
problems which the state of California has.

CHAIR PARSKY: We would welcome that, if you
could do that.

MR. DOREY: | would not begin to be able to,
| think, weigh in on the task that you all have in
of you. | am, however, going to trying to help you
through transportation and the volatility and the
certainty that transportation does -- the volatilit
we don’t need and the certainty that we do need fro
funding standpoint.

The work that we have done at Granite and the
work that we have done through Transportation Calif
which is an agency who was very instrumental in the
passage of Proposition 42, as well as the Propositi
bond, transportation bonds recently, the work that
done was entirely independent of what Fred has been

And that'’s, | think, really the coincidence in this
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some degree.

| realized what he was doing about three weeks
ago. | did call him and suggest to him that this i
probably the first time he and | had ever been in
alignment on any subject; that we ought to talk abo
this. And what you will hear from Fred is, he is ¢
at this, | think, largely from an environmental
perspective. And where | am coming at this, is a n
to build the infrastructure and maintain the
transportation system that we currently have and bu
a system for the future.

Okay, so let’s get right into this. California
is not investing adequately in its infrastructure.
don’t think that anyone would argue with that. All
need to do is drive around this state and compare w
we have in California with what other states are do
and have built, and I think you will conclude that
simply not doing that.

And I'm going to try to walk you through a case
for this. Not my words, certainly not Granite’s wo
but words of commissions, like yours, that have dea
with this problem at the state level and from third
parties that have weighed in.

California needs an additional $3 billion

annually simply to address the maintenance and
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rehabilitation of our system. This is from Caltran
This is their five-year and ten-year maintenance pr
This is what Caltrans is saying.

In addition -- and this is really startling --
transportation is woefully underfunded. California
ten-year underfunded needs are currently estimated
the Governor's Commission on Transportation to be
$160 billion through a ten-year period.

And this finding occurred in 2005. And if you
were to ask Caltrans to update this number -- and |
done this, by the way -- that number is roughly
$200 billion today. So it's an enormous need. It’
enormous need, and | think an enormous challenge th
we all have as Californians.

As Fred suggested, the tax on gasoline in
California was last increased in 1990. In 1990, it
9¢ a gallon. It went from 9¢ to 18¢ over a period
1990 to 1994, and has not been increased since then

It's not indexed to inflation. So the public
record would indicate that it's lost a third of its
purchasing power since 1994. | would argue that it
been a lot more than that, and it's simply inadequa
today.

And while this is the subject that I'm

intimately interested in and | believe | know somet
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about, it's a small part of the question that you a
dealing with.

Proposition 42 is another funding source that
California depends on. It is a sales tax on gasoli
And that is something that you all are dealing with
understanding is that the sales tax in the state of
California, you are contemplating eliminating that.
that occurs, 8¢ -- roughly 8¢ a gallon that finds i
through the general fund and back into transportati
will disappear. So there may be some very instrume
unintended consequences that would occur to transpo
funding if the sales tax is eliminated.

Now, I’'m not suggesting that the sales tax
can't be eliminated. All I'm suggesting is, it nee
be replaced. And, roughly, the equivalent would be
8¢ a gallon.

Proposition 1B is the bond funds that were

passed recently --

Il are
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COMMISSIONER PRINGLE: Excuse me, Mr. Chairman.

| need to clarify just one of those points, sir,
if | could.

MR. DOREY: Sure.

COMMISSIONER PRINGLE: Under Prop. 42, |
understand the sales tax for what you're talking ab

But you say 8¢ a gallon.

out.
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So it’'s not 100 percent of the state sales tax
that goes for transportation?
MR. DOREY: No.
COMMISSIONER PRINGLE: So what percentage --
MR. DOREY: This is a bit of a black box. And
I’m not sure that | can explain it entirely. Maybe Fred
can help mere.
COMMISSIONER PRINGLE: But maybe the staff
could?
MR. DOREY: But if you do the arithmetic — if
you do the arithmetic, at three bucks a gallon time S
20 million gallons a year, it's $60 billion times
5 percent, is $3 billion. And only a billion and a half
of it is finding its way back into transportation. And
there’s something called the “spillover funds.”
Does that answer the question at this point?
COMMISSIONER PRINGLE: No.
Mark or Phil, could you tell me what I'm --
MR. IBELE: Let me see if we can get a
clarification on that, and I'll have to come back t o it.
| don’t have an immediate response.
COMMISSIONER PRINGLE: If you could get back to
me later in that discussion. Because under Prop. 4 2, all
the money of sales tax, the state’s share, goes for

transportation. How it is --
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MR. IBELE: Right. How it's divided between
local governments and the state.
COMMISSIONER PRINGLE: Right, that's the
guestion | need to have answered.
MR. IBELE: Okay.
MR. GENEST: Would you like an answer to that?
Because | happen to know that answer.
CHAIR PARSKY: Are you going to answer it?
MR. GENEST: Well, | probably know this answer
in more detail. He’s correct. The spillover is, i
very complex mechanism. But it takes money that if
wasn’t for the spillover rule, would have gone into
Prop. 42. And it takes it before Prop. 42 is calcu
So Prop. 42 is still 5 percent of the -- well, it's
currently 5% -- but it's 5 percent of the price of
per gallon, the price. And then that would all go
Prop. 42, except some of it gets into this other me
called a spillover, and that's why there’s a differ
But | would remind you, your proposal says that
you’re going to eliminate the state sales tax that’
general purpose. And what | mean by that is, you'r
going to eliminate the sales tax on gasoline. And
will continue to go to Prop. 42.
CHAIR PARSKY: Is that distinction understood?

COMMISSIONER PRINGLE: No, it's not.
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CHAIR PARSKY: Okay, well, then say it one more
time, Michael.

COMMISSIONER PRINGLE: Nor was any of the other
part of his explanation.

CHAIR PARSKY: Let’s take them in pieces.

COMMISSIONER KEELEY: Mr. Chairman, let me just

say, that this is the issue | raised this morning u nder
the BNRT, which is -- and asked as a placeholder th at
you would address this, sometime we could deal with this
between now and Monday, which is, if you eliminate the

sales tax in its entirety -- and that’s the proposa | --
and replace it with the BNRT, then the sales tax on
gasoline would need to -- in order to preserve the
Prop. 42 funding, you would need to replace that so mehow.
Now, you could either earmark --
CHAIR PARSKY: Explain -- it's a distinction
between the excise tax and the sales tax; is that w hat
you’re driving at?

MR. GENEST: No, those are two separate taxes

here. But what we’re talking about here — at leas t

it's my interpretation of the written proposal that was
presented this morning, in those words where it say S,
“Eliminate the general purpose sales tax at the sta te
level.” I'm assuming that doesn’t mean the sales t ax as
it applies to gasoline, because that’s tied up in a n
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initiative. You could not change that by statute.
your proposal is supposedly just going to deal with
statutory changes, unless the one case where you're
putting it under the Constitution. But your tax pr
was statutory only.

If so, you can’t touch 42, so you can’t

eliminate the sales tax on gasoline.

COMMISSIONER PRINGLE: Well, Mr. Chairman, |

would like to have a complete legal opinion on that
specific point, because | believe Prop. 42 talks ab
the sales tax on gasoline. It doesn’t create a sep
tax that is defined as a sales tax on gasoline. It
applies to the sales tax that is in the statute.
You just suggested, Mr. Genest, that it's gone
up to 5% percent, therefore, whatever the Legislatu
set as the tax rate, those dollars under Prop. 42 g
a transportation account. But what if the Legislat
set, as a tax rate, at zero?
MR. GENEST: | think you're right. You could
actually -- I misspoke. You could actually elimina
entire sales tax. But my interpretation of the wor
in the proposal, when it says, “Eliminate the state
general purpose sales tax,” | was assuming -- maybe
incorrect -- that you intended to keep the sales ta

gasoline so that you don't interfere with the opera
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of Prop. 42. Now, maybe I'm wrong for your intenti

COMMISSIONER EDLEY: | should speak for my

intention. My intention was to do whatever itis C

wants to do, if only I could figure out what that i

MR. GENEST: Well, that would be what he would

want to do.

COMMISSIONER EDLEY: But, seriously, you want to

preserve that money going to --

COMMISSIONER PRINGLE: Yes, | do. | personally

want to preserve it. And | think that's what we’re
hearing from all the transportation advocates.

But, Mr. Chairman, I'm not a lawyer. | might
be one of the few not here that’'s a lawyer. But |
believe what we just heard is correct. | believe t
Prop. 42 talks specifically about the sales tax tha
collected on gasoline, whatever the rate is that is
state portion of the sales tax.

Prop. 42 did not redefine the sales tax on
gasoline as a non-general tax. That sales tax is s
the general tax applied to all commodities of purch
Therefore, | am concerned that, Mike, you may be re
more into this; and | think the concern of the
transportation community is, in fact, that if sales
went to 20 percent, they would have a lot more mone

transportation. We’re not arguing that. But if it
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to zero, they’d have no money for transportation. And
that’'s what their argument is.

MR. GENEST: | think it's a question of, what
does the proposal actually mean. You could do a co uple
of things --

CHAIR PARSKY: | think we need to come back on
that. But let’s, just so that | understand what, i n
making the assumptions about the amount of revenues that
would be necessary to fill the general fund from
elimination of the sales tax, what did the staff as sume
was happening with respect to the sales tax on gaso line
that presumably was dedicated?

MR. IBELE: We included the general 5¢. That
would include the sales of gasoline, too, within th ose
numbers.

Now, if you went in the direction of keeping
that dedicated portion, you’d have a business charg ing one
sales tax rate on gasoline sales, and non-gasoline sales a
different rate, which is one complication.

CHAIR PARSKY: But you assumed what Curt was
assuming, that --

MR. IBELE: Yes.

CHAIR PARSKY: --in effect, that although the
words said, for purposes of the general fund, you a ssumed

that the sales tax, as applied to gasoline, as well as
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everything else, would be gone?

MR. IBELE: Would be gone, that’s correct.

CHAIR PARSKY: Okay, that clarifies it.

What the assumption was, it doesn’t mean it has
to be the recommendation.

COMMISSIONER KEELEY: Understood.

So as we get back to Mr. Dorey, I'd like to,
again, request a placeholder on this question, so t
existing sales tax on gasoline, which is how | unde
it is calculated, there is the price of the product
is the federal excise tax, there’s the state excise
You add those three up and apply the state sales ta
to decide how much per gallon; is that correct? D
do that right? So it's the price of the product, p
federal excise, plus state excise, multiplied times
state sales tax rate. And that generates the Prop.
funds.

MR. IBELE: That's correct.

COMMISSIONER KEELEY: Okay. So that issue we
have to continue to deal with sometime between now
Monday.

Back to Mr. Dorey, because what we are talking
about, so members are clear about it, we are talkin
increasing the state excise tax. Not the sales tax

we do need to address this through your BNRT propos
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Mr. Dorey?

MR. DOREY: Thank you.

And | think one of the distinctions between what
I’m here to talk about and what | heard from you al
of the day is, this concept of revenue-neutral. |
as well get this on the table. I’'m not here to tal
revenue-neutral. What I'm here to try to ask you t
about, as we conceive this tax program, potential t
program, that we address the need for additional fu
in transportation. And certainly, the first place
start that is to keep from losing the current fundi

Proposition 1B was passed by the voters about
three years ago, and it was a bond fund that raises
about -- today, about $4 billion per year.

The problem with Proposition 1B is, number one,
we have not been able to sell the bonds recently, s
program is not working, and it will phase itself ou
about two or three years.

To put it into perspective with the other taxes
that fund transportation currently in California, i
worth about 20¢ a gallon. So that'’s just a referen
point for you all.

Okay, so this is a busy slide. And | actually
thought about not including this. But I think it's

important because there’s a lot of conversation tod
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about whether or not a tax on fuel or a fee on fuel
something that's sustainable. So this is, once aga
Caltrans information. And if you look on the left

of this chart, 2010, about 28 million registered ve
are in the state of California. And if you walk do
same line, 15 years from now, it's expected there w
36 million registered vehicles in California. And
clearly need to prepare for that.

Vehicle miles traveled would go from 362 billion
miles in 2010, to almost 500 billion miles in 2025.

And here is where it gets interesting, and here
is where | think Fred may disagree with this, but t
is, once again, Caltrans information. It's probabl
directionally close, and that is, that the average
economy in 2010 -- including trucks, by the way --
about 18% miles per gallon. It is not expected to
significantly go down. In fact, according to Caltr
it's going to stay pretty much the same. So fuel
consumption will go up over the next 15 years if yo
believe Caltrans.

So | think the conclusion here is the user fee
will be a reliable transportation funding source fo
foreseeable future.

So this is, once again, a very busy slide. I'm

not going to spend a lot of time on it, and I'm not
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to advocate that we adopt a European-style taxing p
on fuel in this country. But I think it's importan

this commission to recognize what others are doing
relates to fuel taxes.

And this was out of the New York Times
so it’s a little dated; but | think the message is
very, very appropriate. The United States, if you
at the left side, that’s price at the pump. In Jun
2008, it was about 4 bucks. And you can look down
line, on the left side, and see what fuel was costi
elsewhere around the world. It was in the neighbor
of $8.50.

The next line over is price excluding taxes,
$3.51 in the United States, and basically about $3.
throughout the balance of the world. So that tax o
in the United States is about 50¢ a gallon, compare
about $5 a gallon most everywhere else.

Taxing fossil fuels, rather than subsidizing
renewable energy sources, provides Americans with t
incentive to reduce consumption and switch to anoth
fuel. And that's where Fred is coming from. 1 bel
that. | suspect we would not get an argument from
on the Commission. It's pretty simple economics.
think we saw that in place when fuel got to $4. Pe

all of a sudden, including me, were concerned about
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something | hadn’t been concerned with in some time
that was the efficiency of my automobile. So it's
bad thing. But I'm not here to talk about the
environment, I'm here to talk about transportation
getting people efficiently from one place to anothe
Having said that, | have chastised Fred a little
bit for his pollution tax slogan. | don’t think it
pollution tax. | do think it's just about the grea
tax you can come up with.
So let’s talk a little bit about the economics
around raising fuel taxes -- or any kind of tax, fo
matter, to invest in transportation.
Once again, most of this information is from
an organization called TRIP, which is who CNN calls
they want to get unbiased information about what it
the average motorist to deal with certain inefficie
in transportation.
CHAIR PARSKY: You're sure CNN looks for
unbiased information?
MR. DOREY: | don't know about that.
COMMISSIONER EDLEY: Gerry wants to know who
Fox calls.
MR. DOREY: | think they all call this. They
all call TRIP. TRIP is the authority.

CHAIR PARSKY: We have to lighten things up a
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little bit. It's okay.

MR. DOREY: | appreciate that.

Congestion costs the urban traveler about $750
in wasted fuel efficiency per year. If you believe
then there is a real argument for trying to improve
system.

California’s crumbling roads which, by the way,
Caltrans will acknowledge are near the bottom -- fr
standpoint of their condition, near the bottom of t
list in the United States, costs the average motori
$590 in vehicle maintenance per year that otherwise
be reduced.

So -- | love this slide from the standpoint of
how dramatic it is. Once again, this is a third-pa
analysis.

“Deficient roadway conditions contribute to more
than one-half U.S. fatalities. More than drunk dri
more than speeding or failing to use seat belts.”

So there is a need to improve our system that
goes beyond just the economics involved, that goes
just the quality of life. It goes to the safety of
traveling motorist. It costs the nation $217 billi
which, by the way, is pretty close to what the U.S.
government spends federally on transportation const

in this country.
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Okay, so let’s talk a little bit about what's
happening from a demographic standpoint. You all p
all know this. I'm sorry to bore you with it. But
California’s population is expected to grow 16 perc
over the next ten, 11 years. Vehicle miles travele
expected to grow 29 percent over that same period.
California’s vehicle miles traveled is growing ten
faster than lane miles are being constructed.

| am not here to suggest that we need to build
roads all over this state; but | am here to suggest
we need to improve the safety, improve the conditio
our current systems, and build some public transpor
that is appealing enough that people will actually

So here’s the fun part of this: If | were to
ask you -- and I've done this with lots of differen
groups -- if | were to ask you what's it going to ¢
you, as a driver, California -- the average Califor
driver to raise the gasoline tax 1 cent, and ask fo
quick answer without any consideration -- any think
really, about it, and the typical answer that I've
when I've asked this question, is $100, $200. 1¢ i
average motorist’s mind is worth $100 or $200.

So here’s the arithmetic, here are the facts:
The average driver drives 12,400 miles a year in a

that gets 22 and a half miles to the gallon and buy
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554 gallons of gasoline per year. And every penny
worth $5.54 a year, or 46¢ a month.

10¢ is worth $4.60 a month. It's about the
price of a six-pack of bottled water.

50¢ in gas is only $23 a month, or about $275
per year. And for $275 a year, you could make an i
on that $750 in congestion costs and the $590 a yea
maintenance costs on your automobile.

So it's really free if the agencies and the
engineers and the construction companies are effici
and get the job done. And I'm here to tell you, as
of that construction community, the agencies, the
engineering companies, and the construction compani
this country can do a remarkable job of improving o
transportation system.

So the questions | have, maybe for you all and
for the Legislature and those that are really going
weigh in on this matter, are what is a world-class
transportation system worth, how much would it save
much time would it save, how would it impact the qu
of life, which | think is very important. And the
is, what in the heck is the alternative?

We don’t have an option but to deal with this
problem.

So these are my conclusions, these are the
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conclusions that my company has reached, these are

conclusions that Transportation California has reac

and | see the conclusion is somehow actually not in

picture, so | guess | can maybe make one up here.
CHAIR PARSKY: Well, you fit right into this

Commission. That's okay. Don’t worry.

COMMISSIONER EDLEY: We feel like we're in a

tunnel.

MR. DOREY: If $16 billion -- if you believe
the Governor's Commission on Transportation in 2005
unfunded needs were $16 billion a year, 19 billion
a year, including the diesel and trucks and so fort
84¢ per gallon is needed.

And it's not 84¢ a gallon ten years from now,
Fred, it's 84¢ a gallon today.

So | would encourage us to think about that,
to think about what we can do in this tax structure
we can do to put California in a competitive enviro
from the standpoint of getting people around.

All user fees should be indexed to inflation
beginning immediately.

And here’s the interesting one -- and the
Finance folks, | think, on the Commission will appr
this -- whatever we do, we don’t need to wait for t

revenue to come in to begin the process. The state
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Florida is doing this regularly today, where they d
what'’s called gap financing. And they’ll put a bid
to do, say, a $100 million project over two years,
they will say to the prospective bidders, “We're go
pay you over four,” or, “We’re going to pay you ove
five.”
So what the construction community then is
obligated to do, is get into the institutional inve
arena, arrange to have that financing gapped -- arr
for gap financing, go build that job in two years,
paid, and the institutional investor then will stan
ready to receive payment over five or six years, an
financing is all considered.
So | think this is an important subject. And
| think the important thing maybe for you all to th
about as you contemplate this, is how does this fit
what you're all dealing with? And I think this is
There is an opportunity here to take transportation
completely out of this debate. To take it out of t
budget debate, take it out of the funding debate, t
out of what would be characterized as the tax struc
that you all are considering, and turn it completel
a user fee for very little money.
$23 a month per driver, 275 bucks a year would

raise 50¢, which would go a long way to really
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affecting -- properly affecting the challenge that
have.
So | would leave you with that. | appreciate --
really appreciate the opportunity to be here. And
you’ll consider these views as you contemplate this
complex problem.
Thank you.
CHAIR PARSKY: Thank you.
Fred?
COMMISSIONER KEELEY: Thank you, Bill, very,
very much.
And, Mr. Chairman, if | could now introduce
John Boesel from CalSTEP. And he will provide a br
testimony on this matter as well.
Thank you.
MR. BOESEL: Thank you, Fred.
Chairman Parsky and Members of the Commission,
my testimony is being circulated now.
I’'m the president and CEO of CALSTART. We're a
not-for-profit corporation, headquartered in Pasade
with offices in the San Francisco Bay Area. Our go
life is to help improve air quality, cut greenhouse
emissions, reduce dependence on oil, and improve ou
energy security, and create tremendous new economic

opportunities for people in the state by serving as
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catalyst and a strategic broker for the clean
transportation technology industry.
We work with an array of companies, representing
all the different technologies: Batteries, hybrid
systems, biofuels, natural gas, hydrogen fuel cells :
clean diesel, more efficient internal combustion en gines.
We believe there are many paths to the future.

st

We definitely feel we are building a 21 century industry
and, therefore, are very appropriate for considerat ion by
your commission.

| was very honored to be part of a similar

blue-ribbon commission effort that we launched in 2 005,

called the “California Secure Transportation Energy

Partnership,” CalSTEP. And basically what we did w as,

we were created to help develop a model plan, to ma ke
California a state where our independence on the vo latile
international market was reduced; and we are keepin g more
of our energy dollars here in the state of Californ ia.

We were fortunate enough to have on that
Commission President Reagan’s Secretary of State, G eorge
Shultz, Stanford economist Jim Sweeney, executives from
DaimlerChrysler and Volvo Car Corporation; Andrew
Littlefair, the CEO of Clean Energy, Boone Pickens’
company; Neil Koehler, the CEO of Pacific Ethanol;

Dr. S.M. Shahed from Honeywell and 2002 SAE, Societ y of
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Automotive Engineers, national president; Tim Carmi
a leading clean-air environmental advocate; then

Dr. Beverly Scott, who was the general manager of t
Sacramento Regional Transit District; a couple of
different clean tech investors; and Commissioner Fr
Keeley.

We actually had the luxury of spending that
18 months working in our blue-ribbon commission to
develop recommendations related to the transportati
sector. And we finally, in January of 2000, releas
this report here. And we developed and proposed se
recommendations, many of which have been adopted.

One of them was very similar to the low-carbon
fuel standard which the Governor proposed. We had
measure similar to Senator Steinberg’s SB 375. We
still working with the insurance commissioner on ad
pay-as-you-drive insurance.

And then also, this then-Speaker Nunez adopted
our recommendation for providing funding for projec
California. And he proposed AB 118, which the Gove
signed into law.

One of the key measures that we did propose,
that frankly has not yet been adopted, was somethin
called the “Energy Security Tax Realignment and Rel

Program.” And that was basically, everybody on thi
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commission felt that if the price of oil started to drop
again, we would see less investment coming into thi S
industry and less activity, less progress toward ou r
goal.

So we felt that if the world oil price started
to drop, then a slow but steady increase in the gas tax
should be implemented in California.

We proposed a penny a month for ten years. So

basically, you get $1.20 after ten years. And we f elt

that this was something that industry could plan ar ound --
plan for and take into consideration. And | think this
measure is very similar to the measure that has bee n put

forward by Fred Keeley today.

What's happened since we proposed this idea

is, a lot of other people have come on-board and re ally
supported similar concepts. And, in fact, right no w, the
Alliance for Automobile Manufacturers, representing ten
different car companies, is recommending to Congres s that
a floor on the price of gasoline be adopted, and th at

floor be set at $3.50 a gallon.
That's really a big-C change.
Thomas Friedman in the New York Times  writes
almost weekly on this topic. He calls for a patrio t tax.
When California’s best-known venture capitalist

went to Congress and testified before Senator Boxer
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committee earlier this year, he also called for a f loor
on the price of gasoline.

And another chairman of the Council of Economic
Advisors, under President Bush, one Mr. Mankiw, als 0 has
endorsed the concept of taxing gasoline.

COMMISSIONER BOSKIN: That would be Bush II,
just to correct you.

MR. BOESEL: I'm sorry. Excuse me, Bush II.
Excuse me, sir.

And then so we just look at some of our member
companies, and we know that you take a company like ISE

in San Diego, that’s trying to become a leader in

developing heavy-duty hybrid propulsion systems. | f
they can estimate that the price of gasoline will b e at
a certain price, they know that their payback on th eir

product will be better than if the price were low.
Therefore, they’re going to have more success selli ng
that product in the marketplace.

California has a number of very exciting

next-generation biofuel companies. Their business plan
always improves when they can cite and have some ev idence
for a higher price of gasoline. And when that busi ness
plan improves, they attract more investment. So | think
this policy will help drive this industry forward i n
California.
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Lastly, | just want to say that the Governor’s

Executive Order, beyond AB 32, which was the 15 per cent
below 1990 levels by 2020, the Governor’s Executive Order
calls for an 80 percent reduction below 1990 levels by
2050. That's enormous. It bucks all trends over t he

last decades of population growth and carbon output

So if we're really going to change things, we

certainly need the regulations, like the Pavley bil l,

the low-carbons fuel standard. But having that pri cing at

the pump is critical.

Thank you very much.
CHAIR PARSKY: Thank you very much.
Fred --

COMMISSIONER KEELEY: Mr. Chairman, I'd be glad

to conclude.

CHAIR PARSKY: No, no, | wanted to make sure
that in your conclusion, you summarized the nature of
the tax that’s being suggested and the direction fo r the
revenues.

COMMISSIONER KEELEY: Thank you, sir.

Mr. Dorey and Mr. Boesel, thank you both very,

very much for spending a day with us.

Mr. Chairman, on page 1 of the document that

the working group prepared for the Commission, it g oes

through each one of the objectives that the Governo r
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outlined for us in terms of what our task is here r
to the entire tax package that we’ll be considering

| do believe that, with a very straight face and
based on the kind of testimony that you've heard to
that each and every one of the Governor’s objective
us is met through this particular proposal.

And, Mr. Chairman, | will summarize exactly
what that is. You would take the existing excise t
gasoline in California, which is 18¢ a gallon, add
18¢ a gallon. Then every year thereafter, for ten
you would take that 18¢, increase it by the Califor
Consumer Price Index, and 7¢. You would do both of
things. So that where you would end up is essentia
where Mr. Dorey would like us to end up tomorrow, i
take us ten years to get there, but we would get th

The expenditures are all governed by Article XIX
of the Constitution. And in the draft legislation
you have in front of you, it would use the first
half billion to offset general fund obligations to
transit and transportation bonds.

The next, roughly, half billion would be used
for those activities, consistent with Article XIX,
are also contained in AB 32 and SB 375, which are t
sort of new and creative approaches to reducing gre

gas emissions, but they have to be done in complian
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with Article XIX, so they have to be done in terms

streets and roads and highways.

Then you would take essentially the remaining

funds, which is the vast bulk of the money that thi
raise, and you would split it evenly between Caltra
local governments for maintenance, repair, and impr
of the state highway system and the local governmen
system.

What it would also do, is that it contained --
the bill that we have submitted to you also contain
provision that asks the Legislature to develop a me
which would allow for a refund to low-income indivi
to reduce the regressivity of this tax.

We had wrestled with this and ultimately
concluded that we could not do that in this bill be
of the restrictions contained in Article XIX of the
Constitution.

We had Legislative Counsel in all of our
meetings, and Legislative Counsel wrote the bill th
have here so that it is, in fact, in compliance wit
Article XIX of the Constitution, as well as all oth
provisions of the Constitution. That was the one i
that we have to punt on to the Legislature, is how
effectuate a rebate. But the provision for that is

the statute.
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Mr. Chairman, | really appreciate your

indulgence in allowing me and Mr. Dorey and Mr. Boe sel
to make a lengthy presentation on this. | want to thank
all of the folks who were involved in the working g roup

on this, and your kindness in posting this on the
Commission’s Web site when it was available. | app reciate
it.

Thank you, Mr. Chairman.

CHAIR PARSKY: Thank you very much.

And | also want to pay special thanks to all
the people that worked hard on this proposal. It w asa
gargantuan effort.

| think what I'd like to do, if it’s all right,

is to ask Michael Boskin to comment or describe ano ther
proposal that is on the table. Then we’ll come bac k. |
want to make a few comments about the dispute resol ution

form that is part of the package.
But I'd like to then ask for comments or
guestions about each of these.
But, Michael, why don’t you go ahead and --
COMMISSIONER PRINGLE: Excuse me, Mr. Chairman,
about each of what? Of this pool of things?
CHAIR PARSKY: Yes, this pool of things.
We've had an opportunity on the first part, but

| think --
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COMMISSIONER PRINGLE: All right, I can wait on
this because | do have some comments.
CHAIR PARSKY: Right. You'll have that
opportunity.
COMMISSIONER KEELEY: Thank you very much.
MR. DOREY: We're done?
CHAIR PARSKY: Yes. You're welcome to stay.
In fact, if you really want to help the Commission
rest of our activities that we're doing, we’d welco
It's perfectly okay. But we really thank you very
MR. DOREY: | appreciate it. If there’s
anything more that we can add to this discussion, w
be happy to do it.
Thank you all very much.
CHAIR PARSKY: Thank you.
Michael?
COMMISSIONER BOSKIN: Yes, | had two things.
Let me go over them very, very quickly.
The first one, the minimum tax. One of the
very disturbing things about the proposal is the re
of millions of people, millions of Californians, fr
paying any contribution to the state general fund a
therefore, contributing to, even in a trivial way,
way, the financing of the collective commonwealth p

services.
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| personally prefer a 1 percent minimum tax.
And Becky has mentioned $100, or $50, which would b
$2 a week, or $100.

| think it is the single biggest mistake that
has been made in tax policy, has been to remove lar
numbers of people from any responsibility for finan
government. While certainly ability to pay needs t
one of the criteria, benefits principle is another.
Virtually all such individuals and families benefit
from roads, from our security, from our schools. A
could go on and on and on. But the fact of the mat
is, it is very troubling, and it is dangerous, lite
dangerous in a democracy to create a situation wher
are going to be heading towards 50 percent of the
population paying no taxes.

They’ll be paying local sales taxes, | agree
with that, but they won’t be paying state sales tax
state income taxes into the general fund. And
California’s already apparently first in the fracti
It excludes from its income tax, among the 41 state
have an income tax, according to the Tax Foundation
| think this is a very explosive thing, politically
dangerous and unwise. It's basically making half -
between 40 and 50 percent of the population kind of

totally severing any tie between taxes and spending
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them, and | think that's a very bad idea. So that’
proposal.

The second one | will speak to very briefly.
| did not bring the CEO of Chevron here. But it se
to me to be perhaps the single-most foolish thing t
State does, to have this ban on offshore oil. It i
quite sensible to be extremely concerned about the
environment. So any exploration and drilling offsh
should be done under extremely strict environmental
standards. But compared to 1969, when the Santa Ba
spill unfortunately happened, the energy industry h
moved on. All of the State’s resources could be ac
from onshore, because you can now go seven miles fr
onshore to offshore; and California only has full r
over the first three miles.

All the acreage beyond that, which is federally
owned, in every other part -- and the other oil-pro
areas, like especially the gulf, the federal govern
shares the revenues three-eighths with the states.

Now, some portion of that goes to the local
counties, the counties along the border, like it wo
Santa Barbara and L.A. and so on -- and Santa Cruz,
there’s any oil off there that Fred would like to g
some of the money on to pay for roads.

But the single-most glaring thing about all of
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this to me is, that's never going to be accessed.
you think about the worst thing you can think of, s
sadly dies, the money in their checking account, th
can’t find any relatives. At least that money goes
the state.

In this case, it's just going to lay there
forever. This is the only source of revenue that n
single taxpayer would complain about. They want th
to be able to do it, and they’re willing to share t
revenue with the State. It is about the only tax w
could think of -- royalty tax, whatever you want to
it -- the revenues the State would get from this, a
only revenues that cause no economic distortions, b
that oil isn’t going anywhere else -- or natural ga

whatever it is.

So the proposal is -- and because it depends

the price of oil, worth $71 in the worst recession
quarter century, God knows if it's going to go back
to $140; but over a span of time, it's likely to be
considerably higher than it is right now. In some
years, it will collapse and others it will be highe

et cetera.

It seems to me, it would be the height of folly

that the State doesn’t even explore what it could g

of all this. So the proposal is to suggest the Gov
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and the Legislature allow offshore drilling under t
best feasible commercial terms for the state under
extremely careful environmental safeguards. This w
generate from a few billion dollars to many tens of
billions of dollars, depending on all of that. But
seems to me to be, number one, the height of arroga
to suggest that the State shouldn’t even consider t
opportunity cost of leaving it there forever.

And with all the needs we have to just say that
we’re going to not even think about the possibility
strict environmental regulation, accessing what suc
environmental Neanderthals as the British, the Norw
and the Dutch, who go after every molecule they can
possibly find, that we somehow are going to rule th
out, it seems to me, to be about the single-most fo
backing it up from a commonsense policy perspective
despite -- | mean, | understand it draws great emot
and it mobilizes environmental lobbies and energy |
and all that sort of stuff. It just seems to me to
the height of folly for us not to consider the Stat
getting the benefit of that revenue.

And if what Fred and these gentlemen would like
to see in our environmental future, getting away fr
it means it will stay forever and eventually we’ll

something else. | think that’s 50 or 100 years off

he

ould

nce

he

under
h other

egians,

at

olish,

ions
obbies
be

e ever

om oil,
have

, hot

Daniel P. Feldhaus, CSR, Inc916.682.9482

189




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

five. But, in any event, leaving it there and neve
getting any of the revenue, it seems to me would be
great, great sin to the state.
CHAIR PARSKY: Okay, let’s just pause here and
ask gquestions.
COMMISSIONER BOSKIN: And by the way, | should
say because of the uncertain revenue, | suggest tha
revenues go into the rainy-day fund, and they come
that way. So they can find one-time expenditures, t
can add to the reserve, they can lessen the need fo
other taxes to be diverted there, et cetera, et cet
et cetera. But it's not totally predictable, so it
just an additional source of revenue. Sointhats
that's important to mention.
CHAIR PARSKY: Okay, Chris, and then I'll ask
Curt to come back because | know he’s got some comm
or questions.
Chris?
COMMISSIONER EDLEY: Yes, with respect to
Michael’s -- | mean, | will say that | followed eve
you said except your sort of suggestion that there
something wrong with folly, because this being --
CHAIR PARSKY: Because we are engaged in it, is
that why?

COMMISSIONER EDLEY: Now, you tell me.
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COMMISSIONER BOSKIN: It undermines a lot of

Shakespeare’s plays.

COMMISSIONER EDLEY: It does.

| guess what | really don’t understand is the
analysis with respect to the sort of the skin in th
game, small D, democratic point regarding paying ta
Specifically, paying income taxes, in the sense tha
the issue really is, small D, democratic engagement
you feel like you have a stake in the decisions tha
being made, do you feel like you have a stake, even
the structure of the tax system?

Then I'd say that, on the one hand, people
certainly have a stake in whether or not there are
revenues to produce the services upon which they de
But even putting that to one side, wouldn’t the log
your position be satisfied if everybody filed a ret
but then people for some ways up the income distrib
got a refundable credit, as opposed to having a pos
tax obligation? They’d certainly still have a stak
what tax policies are. So that’s one question.

And then | was going to go to the oil-tax issue.
But if you want to --

COMMISSIONER BOSKIN: Yes, there are two
separate things here. | think Richard and others h

rightly said, they’re issues of the salience, what
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have in their mind about whether they’re paying som
if it's withholding, or whether they’re paying some
when they go buy a pair of jeans, et cetera and so
So one point is, this participation, in that sense.

The other thing is, if we actually reduce the
price of expanding government spending to zero, peo
will demand more government without limit because t
pay nothing. And even though it’s tiny, it's impor
for people to understand that if the government gro
it may be worth it, that there will be some small

consequence for them. So that's my point.

COMMISSIONER EDLEY: But my proposal satisfies

that; right? Because if I'm getting, let’s say, a
refundable credit but | support the expansion of
government, | would have -- | would logically be co
that my $250 refundable credit is going to disappea
| have a stake in what decisions are being made. D
spend more money on prisons, save my $250 refunda
credit.

And let me -- I'm not making an academic point
here, because I'm also interested in whether or not
can tweak the progressivity of our PIT strategy,
especially kind of in the zero to $80,000 range. |
can tweak that by taking revenues, such as the reve

that might come from a severance tax or royalty on
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drilling, and putting that into a refundable credit

And so | don’t find your argument that people
need to have skin in the game all that compelling;
what I'm wondering is, just on your logic, would pe
still --

COMMISSIONER BOSKIN: The logic is the total
size of spending. They should have a stake in the
size of spending.

Everybody has a stake in trying to get as much
as they can of whatever the size of the pie is goin
them, as refundable credits or as subsidies for
alternative energy or for subsidies, as Richard pro
points out, for some of these breaks that are proba
unnecessary in the corporate tax. Everybody’s goin
try to maximize that.

But for any given level, you should have a stake
that if it goes up, you pay something. That’s kind
basic minimal proposition. It won’t be very much i
situation. It will be a couple of bucks or 4 bucks
or something like that. But, in any event, it's so
rather than nothing.

COMMISSIONER EDLEY: Well, I guess I'd just
have to say not proven. Because it still seems to
that even people who are positively paying taxes st

could be in favor of more government spending if th
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think that they will be beneficiaries of it.
COMMISSIONER BOSKIN: There’s no doubt. I'm
not disagreeing with that at all. I'm just saying, if
the price to them is zero, they have no incentive
whatsoever to even care about a cost-benefit analys is
because the cost to them is zero. There’s just no
positive cost whatsoever to them.
COMMISSIONER KEELEY: Mr. Chairman, if | may,
just make one comment?

Mr. Boskin, to follow up on Chris’ point, |

think what's happened as part of your argument, is that
you've isolated the personal income tax, and said t hat
folks don’t pay that, and therefore -- and then you 've
gone on to talk about whether they have a stake in their
government, and how much it spends and what it does , and
So on.

But, quite frankly, low-income folks pay sales
tax, they pay gas tax, they pay excise taxes -- the y pay
all kinds of taxes. And the fact that they don’t p ay an
income tax or they have --

COMMISSIONER BOSKIN: You don't get correctly
what | said, Fred. I'm sorry.

COMMISSIONER KEELEY: Oh, I'm sorry.

COMMISSIONER BOSKIN: | made very clear that
we’re removing many millions of people from paying the
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State’s general fund sales tax, on top of not payin
income tax. That's the problem.
COMMISSIONER KEELEY: Well, if I understand
the BNRT proposal correctly, everything that is
currently taxed under the sales tax will continue t
taxed under the BNRT, and a whole range of activiti
and transactions --
COMMISSIONER BOSKIN: There is a great --
COMMISSIONER KEELEY: If I might finish -- if
| might finish -- a whole range of activities that
currently not taxed, will be taxed under the BNRT.
But I'm trying to go to the -- if | understood
the intellectual impact of your argument, it’s that
people need to pay taxes in order to have an apprec
for what those taxes purchase and what their govern
is doing with it. And | simply wanted to make the
that | think poor people, low-income people, pay ta
and probably pay a larger portion of their income i
various and sundry taxes than others already, irres
of what happens on the PIT or what we do with the B
the sales tax.
COMMISSIONER BOSKIN: | don't see your
arithmetic. But leaving that aside --
COMMISSIONER KEELEY: Okay.

COMMISSIONER BOSKIN: Leaving that aside, |
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think there are big issues about who will wind up p aying
the BNRT. And it certainly will be hidden.

No one is talking about somebody walking in and

getting a sales tax added on top of something. It will

be embedded in the price. So we’re basically remov ing
millions and millions of people from having any dir ect
contact with the general fund and anything they do that
pays for the general financing of state services, e ven on
a trivial basis. That is a big worry for me, and | think
it's going to be a big worry for a lot of other peo ple.

COMMISSIONER DE LA ROSA: Can | say something?
CHAIR PARSKY: Okay, but, Chris --
COMMISSIONER EDLEY: That's all right if we're
on this subject.
CHAIR PARSKY: Okay, go ahead, Edward.

COMMISSIONER DE LA ROSA: Well, I'm sympathetic

to the argument. But | think that | would argue th at
there are many people in the state of California th at
don’t really understand what kind of benefit they’r e
getting from the personal income taxes that they pa y

today, and that includes rich people.
COMMISSIONER BOSKIN: No, I would include a lot
of rich people in that, too, by the way.
COMMISSIONER DE LA ROSA: I'm very serious about

this. And | think that, it seems to me that there’ S
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another angle to that issue, and that has to get to the
notion of citizenship. You know, and | don’t know that
that adjustment helps promote citizenship. You kno w, |
just think -- | think that many of the people that we're
talking about are just trying to get by. And | don 't
think they feel like they have any control over wha t the

Legislature does with their tax dollars. In fact, I
don’t think that they think very much about where t heir
tax dollars go.

And so that causes me to question — and |

appreciate the fact that you offered that explanati on,
because I've thought a lot about this, about this | inkage
between the tax dollars that you pay and the servic es or
the infrastructure that you get back. But I'm ali ttle

bit skeptical that taxing the lower-income quintile s, |
guess, of some representative amount causes them to feel
as though they have a stake in the government that they
didn’t have before, and that it adds to their notio n of
citizenship. | think they’ll feel resentful about that
tax, like they feel resentful about the taxes that they

have to pay today. And that's my opinion.

CHAIR PARSKY: Chris, you had some questions for
Fred?

COMMISSIONER EDLEY: | guess for both of them.

Fred, how do you deal with the revenue-neutrality i ssue
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for a package as a whole? Or is there a way to dea

the --

COMMISSIONER KEELEY: Well, if | understand how

it works it -- and Mr. Genest, | need a little help
this -- make up an answer that will make me happy,
you, please?

CHAIR PARSKY: Go to it, Michael.

COMMISSIONER KEELEY: Mr. Genest, | don't know

how you score funds that are restricted. So, for e
the excise tax on gasoline, which is restricted by
Article XIX, I don't know if you call that “general
revenue,” and | also don’'t know whether we are scor
this package as revenue-neutral relative to the gen
fund or how we're treating special funds. | justd
know how we’re doing that.
MR. GENEST: Well, unfortunately, that is a
tax, so the proceeds of a tax, if you raise the tax
not revenue-neutral. And in the sense of the Legis
Counsel scoring it, they’ll call that a super-major
bill even though it's a tax increase, even though i
dedicated.
It would, however, it sounds to me — and you
can check with Mr. Parsky -— but | think it fits in
Category 3. | don’t know that Category 3 is necess

restricted to revenue-neutral. I'm not sure of tha
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But it can’t be scored revenue-neutrally. | don’t see how
you could.

CHAIR PARSKY: Let’s put aside for the moment
where it fits, but -- John?

COMMISSIONER COGAN: Fred and Curt, part of your

proposal, Fred was to replace some of the lost sale S tax
revenue on gasoline, Prop. 42 revenue, and so there 's not
an issue there of revenue neutrality, | don’t think . And

so I'm sympathetic to the idea.

One concern | have is, are there other earmarks

of retail sales or any other tax that we’re proposi ng to
modify that would be affected by the elimination of the
retail sales tax or the corporate tax? Is there an y other

that you can think of?

| just don’t want to have a lot of people,
claimants coming in, saying -- demanding equal trea tment
if we were to go down this road.

MR. IBELE: | was going to say no, but Mike just
mentioned the spillover impact on the sales tax.

COMMISSIONER COGAN: Do you want to elaborate
on it a little bit?

CHAIR PARSKY: Briefly, Michael.

MR. GENEST: It's hard to be brief.

It's money that ends up to the benefit of the

general fund through a circuitous route, and it sta rts out
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as sales tax on gasoline, and it gets spilled over into
this strange formula -- it's not worth going over h ow, |
don’t think. So there is an impact on the general fund.

If you eliminate — if you just eliminate the

sales tax on gasoline all together, which is -- I g uess
| was mistaken, | thought that was not what you wer e
proposing. But if that's what you're proposing, th en you

have to have some other revenue to replace that.

And | think, Mark, you’'ve made that calculation
already or --

MR. IBELE: Well, no. And we’ve included the
whole 5¢, 5 percent in our calculations.

CHAIR PARSKY: So presumably, when everything

was fully phased in, it would make up for it, but n ot have
designated where to go. But it would make up for t he loss
in the sales tax, or revenue related to the sales t axon
gasoline.

MR. IBELE: Right, right.

MR. GENEST: So the spillover thing, no one can

predict it -- because of the way the formula works, no one
can predict whether it will exist as a revenue five years
from now.

COMMISSIONER PRINGLE: So, Mr. Chairman, that
is not an issue. Itjustis -- once Prop. 42 was p assed,

according to Mr. Genest’s earlier discussion, there was
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this opportunity where money went into the general fund,
and then flowed into the general fund for other tra nsit
uses or other transportation functions or such. Bu t the
point of the matter is, it's never been something
calculated until the last couple of years, but it's still

tied directly to the sales tax on gasoline.
So | think your question, John, was, are there
other types of dedicated portions of the sales tax.
| think Prop. 42 is the only area where there is a
dedication of a --
COMMISSIONER COGAN: General --
COMMISSIONER PRINGLE: -- general fund use,
even though we have dedicated sales taxes, but we'r
proposing to eliminate them.
You know, this piece goes here or this piece
goes there. The 1 percent of personal income tax f
mental-health programs and things like that, we're
looking to challenge any of those. So those are
dedicated. But they have not been included in the
of reductions.

CHAIR PARSKY: This has but that didn’t.

And

e not

or

not

list

COMMISSIONER KEELEY: Mr. Chairman, you did ask

me a question about the revenue-neutrality question
Let me say a couple of things about that, and

| hope that, to quote Gerry Parsky, all I'm asking

you
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to do is just think about this. Just think about t

CHAIR PARSKY: Does that go with the cowboy

outfit?

COMMISSIONER KEELEY: Just think about this.

Revenue neutrality -- I'd like to make two
points on it. Number one -- and I’'m sorry to be su
broken record on this -- but that is a concept that
Governor has spoken about but is not in the Execulti
Order. And so | don't believe that we are bound by

| especially don’t think we’re bound by it, now
that -- when you and Commissioner Cogan and Commiss
Edley made your visits to Sacramento last week, and
the weekend when | talked to the President Pro Tem
Senate, and it was disclosed that the leadership an
Governor are no longer imagining that there will be
package sent to them that they will then -- in bill
that they will then put upon the floor of the Assem
and the Senate and ask for an up-or-down vote.

If we were still bound by that, then I think
the revenue-neutrality issue is much stronger. But
fact that it's neither in the Executive Order, nor
the strategy for implementation any longer involve
up-or-down vote, | think what we should do is submi
package we think is the best package for California

Now, I'll make this argument again on Monday,
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but | strongly encourage the Commission, when we pu t this
package together -- and this is the phrase that | learned
in the Legislature — and, Commissioner Edley, ther e are

some good things to learn in the Legislature.
COMMISSIONER EDLEY: Yes.
COMMISSIONER KEELEY: Listen to your

enthusiasm — but here’s one. Here is one.
COMMISSIONER EDLEY: Name a half.

COMMISSIONER KEELEY: I'll name one, and that

is, | think the people -- and | would certainly inc lude
Senator Morgan and Speaker Pringle in this, when th ey
were in the Legislature, that you should always be working
towards a principled compromise, and you should nev er ask

the other person to compromise their principles.

And | think the best work -- and you may say

that the Legislature doesn’t do much good work, but when
it does, it's good work and its best work. It's wh en
they follow that, | believe. And I think that that 'S
what the Chair has asked us to all do for the last eight

months, is to see where we can reach a principled
compromise without compromising our principles.
And | will revisit this topic and ask the
commissioners when we are stretching to find that
principled compromise, that this is one of the piec es

that goes in Recommendation Section 1.
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And rather than taking you through all those
arguments today, | would simply like to put a place
in to be able to do that at some point on Monday.

Thank you, Mr. Chairman.

COMMISSIONER EDLEY: May I try to make a
constructive suggestion here?

Fred, | would hope that you and Curt would
consider that if there were a way to disaggregate y
proposal so that there’s a piece of it that is inte
to merely ensure that we don't vitiate the purpose
Prop. 42 — 19, 40 -- 767

COMMISSIONER KEELEY: 42.

COMMISSIONER EDLEY: Yes, thank you. That we

don't vitiate the purpose of Prop. 42. In other wo
that we preserve the current flow dedicated to
transportation, and have revenue neutrality in that
| would strongly support including that within Cate
The aspiration that goes beyond that, to provide
the additional revenues, | think the policy case fo
is very strong. But, frankly, I think the two-thir
requirement makes it, from my point of view, not
acceptable as part of the core package because | re
would prefer, notwithstanding Richard’s injunction
we try to hold off political considerations as much

possible, | really would prefer that we present the
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Legislature with something that moves us towards th
future but that can be adopted by majority vote rat
than two-thirds vote.

COMMISSIONER KEELEY: I would be glad to do
that. Mr. Chairman, I'd be glad to work on that ov
next few days.

Let me make two comments on that.

Number one, the Prop. 42 sales-tax problem that
is now identified, is a problem that occurred becau
there is a proposal to eliminate the state sales ta
Not that | made a proposal -- okay. So | know, in
what's being asked, is that | solve a problem that
created elsewhere in this, but I'm perfectly willin
work on that. It's not a new concept to me.

But secondly, | think there are many ways to
address that. For example, we could say, let's tak
corresponding -- this is what occurs to me now -- d
eliminate the bank and corp. tax. There’s $9 billi
Don’t eliminate that.

And, you know, my proposal is three and a half
billion dollars in the first year. So, | mean, I'm
willing to examine the package and look at it so th
can find a way to get to revenue neutrality.

| would not like to take all of the work done

on this particular aspect of our proposal and say t
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is the thing that is causing the imbalance in reven ue
neutrality. Everything is related to everything el sein
this proposal.

So maybe what | can do isin Year 1, 2, 3, 4,
and 5, show you a way to get three and a half billi onin
the first year, 3.75, et cetera, et cetera, without
vitiating the proposal I've made, while still prote cting
Prop. 42, which is an issue over in the sales tax.

And | suspect where I’'m going to go with that

is to try to look at the bank and corp. tax. But | will
be glad to do it. I'll take it in earnest effort a tit.
I'll do my best. I'll meet with these folks about it.

COMMISSIONER BOSKIN: You should save your time,

Fred. | think what's going to happen, and it’s ver y

clear, if we're going to deal with it, there will b e some
carve-out to deal with it. Your proposal should ri se or
stand on its own. | don’t think you should be burd ened

with how they do all this other manufacturing.
COMMISSIONER PRINGLE: Mr. Chairman, if | could.
CHAIR PARSKY: Curt, do you have a comment?

COMMISSIONER PRINGLE: First off, what | would

propose is that the proposal gets voted on separate ly.
And if it needs to be added into some other portion of
our report, | personally don’t think it should be a part
of Track 1.
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What | am going to suggest maybe shouldn’t be a

part of Track 1, either, maybe it should be a part
Track 3, and just making sure that when the Legisla
sees our package, they realize that we are aware of
interplay with transportation funds.

And all I would suggest, Chris, is to support
a per-gallon gas and diesel tax and excise tax that
increase within the phase-in period to equate direc
year by year through that phase-in period with the
reduction in sales tax. So all we are doing is cre
a gas tax, which on this side is protected under
Article XIX of the Constitution, that says it can b
only for transportation purposes, anyway.

And as we reduce the sales tax, we increase
the gas tax proportionately, so that the one protec
that’s in place on Prop. 42, which is constitutiona
based on the sales tax, is that sales tax goes down
increase the gas tax and you are falling under anot
constitutional protection under Article XIX.

You could do it directly revenue-neutral within
the phase-in period of our proposal.

You know, | don’t necessarily ask that that be
a part of our Number 1, Track 1. Just make sure th
Legislature knows that we are concerned about that,

it should be a part of Track 2.
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COMMISSIONER EDLEY: That's sort of what | had
in mind. And | at least -- personally, | would sup port
that in Track 1.

COMMISSIONER POMP: Mr. Chair, | have a quick
guestion for the good doctor.

Michael, what you were describing is what you
would call a tax on economic rents; is that right? The
royalty is essentially an economic rent?

COMMISSIONER BOSKIN: There are a variety of
ways to think about it, yes. But these are on stat e and
federal lands; they’re not on private property.

COMMISSIONER POMP: Right.

And would you say a severance tax is a tax on
economic rents as well?

COMMISSIONER BOSKIN: It depends on how it's
imposed and where it's imposed, but it could be.

COMMISSIONER POMP: It could be?

COMMISSIONER BARRALES: | have a question.

CHAIR PARSKY: Ruben?

COMMISSIONER BARRALES: | just want to clarify.

When we talk about net neutrality, the elimination of
the state general fund portion of the sales tax, ju stto
be clear, the Prop. 42 dollars net that is still in our
proposal; in other words, it's not identified, but it

still is as it phases in?
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CHAIR PARSKY: Yes, right.

COMMISSIONER BARRALES: So it wouldn’t require

any additional tax above and beyond the proposal th
made this morning but, rather, potentially, if it's
important, a designation of some other fund?

CHAIR PARSKY: Right, right.

COMMISSIONER BOSKIN: Well, if it was done in
the way Curt suggested, if his numbers were correct
8¢ increase in the excise tax in Year 5 to compensa
for the reduction in the sales tax, et cetera, that
mean that you would need less money in the general
because the money wasn't being diverted. It had th
tax. So you could have a slightly lower BNRT, or y
can use the revenue for something else.

CHAIR PARSKY: That's the relevant relationship.

COMMISSIONER BOSKIN: You could do more on the

income tax, you could do other things, right.
COMMISSIONER PRINGLE: Mr. Chairman, one
additional thing. And there’s a lot of talk about
is a two-thirds vote and what is not. | just would
to suggest -- | believe it’'s all a two-thirds vote.
| don’t believe that is an insurmountable task to g
two-thirds vote at the Legislature if we proceed, a
suggest, Mr. Chairman, and try to build a strong co

among this group.
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| don’t know if the Legislature will put in as
much work, or individual members of the Legislature
Certainly some members will, as we all have. But |
believe if they see the interplay and the value wit
construction of it, a two-thirds vote is something
think one protects us.

So we shouldn’t just argue that everything we
do should be a majority vote because, in fact, if y
out any single piece -- for example, an excise tax
be written in the same bill, | don’t believe, as ma
the other taxes that are. The BNRT may not necessa
be in the same bill. So it's kind of a bill-by-bil
distribution. And if one bill increases any more,
in fact, it could be a two-thirds vote. So you hav
to be very careful as to -- you can't tie seven bil
together and say that, “That is a package; therefor
they’re all tax neutral together.” It is a bill-by
inquiry as to the tax neutrality of that. And ther
been many challenges on the whole concept of what i
two-thirds and what is majority.

| think we all talk about, we want it all tax
neutral for a lot of reasons, but | also think it w
protect our package -- our overall package to be co
if we don’t just assume that it's going to be a maj

vote product.
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COMMISSIONER POMP: What is the window for
neutrality? | mean, let's say that there is this m ajority
vote. Neutral over what period?

CHAIR PARSKY: Well, there has to be an
assessment made by the Legislative Analyst’s Office over
the first year of implementation, and then over eit her a
three-year or five-year assessment of neutrality.

| would just step back a minute and ask the
Commission to focus on the interplay of the package as a
whole.

What | think is very important is that we
continue to look at this package together.

The staff has been attempting to assess that
package in a way that is revenue-neutral. And | th ink
it's very important that the message not go to the
Governor and the Legislature that this Commission i S
saying “Pick and choose,” but, rather, “Look at the
package as a whole.” And that’s what I'd ask us to stay
focused on.

Let me just suggest one other thing, and then
I’m going to come back and ask everyone to think ab out.
Think about.

For those of you that thought that we were going
to just vote today, | hope that | don’t disillusion you

given the exchange that’'s gone on.
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| just want to make one other comment. A
proposal that is in your package that you can look
you haven't already, would be the establishment of
appeals tribunal or a dispute resolution forum. Th
proposal simply would say that California should cr
an independent body with tax expertise to resolve d
between the State and taxpayer. A taxpayer should
to appeal for a ruling from the independent tribuna
to having to pay the tax bill in question.

Relatively simply, with a lot of explanation.

Throughout the Commission process, whenever this

was raised, it received a significant amount of sup
And so | would think that the Commission would want
continue to keep that on the table as a possible pa
Section 1, which the State could enact. And there
rationale and a background piece in the materials a

it that | want you all to think about.

What | would suggest -- and we have still
remaining the public comment period, which I intend
stay for; however, | know a number of commissioners
have extended beyond their time frame. But | would
suggest the following for the Commission to think a
between now and Monday, or between now and Septembe
which is the final day at which this Commission exp

or our report is due. My suggestion would be that
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Commission think about the package of changes that was
first described -- first described by Chris and Joh nasa
package of changes that we could support, hopefully
unanimously, that we could support, with the caveat that
was really contained -- with a couple of further an alyses

that need to go on, that need to be aired clearly.

COMMISSIONER EDLEY: And let's be clear about

what exactly those are.

CHAIR PARSKY: One, it seems to me, that we need

to attempt, with all the caveats that are embodied
attempt to have the staff suggest to us and discuss
overall distribution or incidence impact of the pac
as a whole.

We've seen, at least from the staff, supported
by a number of us, the impact of the changes in the
personal income tax alone. And we may have disagre
But | think many of the commissioners have indicate
that retains the progressivity of the current perso
income tax portion. But what we haven't discussed
and there’s a lot of caution about this -- because
the difficulty with precision, passing judgment on
incidence of the BNRT in particular. But, neverthe
| think we need to have before this Commission a
discussion of that. That needs to happen.

Second, it seems to me that we need to --
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COMMISSIONER EDLEY: “Safety valve.”

CHAIR PARSKY: -- make sure that there is a more
detailed description of what | think is properly re ferred
to as a “safety valve.”

| think there is unanimous -- there is
considerable Commission concern about the unintende d
consequences of the package as described. And one
suggestion that I think is worth having work done, IS
how could we create a specific safety valve --

TELEPHONIC VOICE: “Pardon the interruption.

Your conference contains less than three participan ts at

this time.

CHAIR PARSKY: Okay. Are all of you not

listening?

Okay, I'm joking, I'm joking.

And the suggestion made is that something along
the lines of at the end of Year Three, having had t hree
years of transition from 2012 through 2014, when th ere
still is left and in place a relatively low BNRT ra te,
and still at least -- and we may want to refine thi sa
little bit -- still left, at least 2 percent of the sales
and use tax left to be reduced, that we would think about
designating a group of tax experts within the combi nation
of the Department of Finance and the Franchise Tax Board,

we’ll come up with something --
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but we’ll suggest something -- and I'd welcome any

thoughts along that line -- that would determine th e
sales tax would be proposed to be reduced and the B NRT
increased, unless this group determined that the
anticipated revenue was not there and, therefore, t he
sales tax potential should not be reduced as design ed.
Something along those lines. And | would welcome i nput
over the course of the next few days on that.

But we need to come back with a mechanism for a
safety valve in case our anticipation doesn’t bear fruit.

And then people should step back and assess the

nature of the recommendation that is being made for the
package as a whole. And | want to come back to the
elements that are still on the table. But with res pect
to the package that would include -- that potential ly
would include a business net-receipts tax, | draw
everyone’s attention to the memo that John and Chri S
wrote -- and I'll just read the paragraph:

“We are confident that the tax package is the
right course for California. We also recognize tha t the
BNRT represents an extraordinary change in Californ ia’s
tax code. A tax change of this magnitude should on ly
occur after the proposal has been fully vetted and all
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of the ramifications fully assessed by the Legislat ure
and the Governor and the public. We believe” -- and

this could be the Commission —- “We believe that the BNRT

is sufficiently promising to warrant the Commission 'S
recommendation that the Legislature and the Governo r
proceed with a public process to fully evaluate the BNRT

proposal, and upon satisfactory completion of the
process, to enact the BNRT into law as part of the
proposed package.”

Something along those lines would introduce any

recommendation that would include the package; but that
what I'd like you to think about, the Commission wo uld
still be seeking, at the end of that process, a vot e on

the package as a whole.

| think that may offer a way for an appropriate
level of sensitivity to the magnitude of this sugge stion,
the magnitude of the reform.

Now, in addition, between now and Monday, we

still have to decide how the proposal, outlined by Fred
Keeley and the proposal outlined by Michael Boskin --or
proposals -- fit in. Should they be -- is it a sen se of
this Commission that they should be included in Sec tion 1,

or should they be, if enough Commission concurrence
doesn’t occur, should they be included in Section 3 ?

COMMISSIONER POMP: Do you mean to include a
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severance tax proposal as well?

COMMISSIONER LOZANO: 1 only heard -- | heard

initially it had to do with the progressivity and t he
lower income, which is a comment on something alrea dy
before us.

CHAIR PARSKY: Right, right.

COMMISSIONER LOZANO: The only real proposal
is on the offshore drilling and the royalties.

CHAIR PARSKY: Yes, | think Michael was clearly
making the point that his support, if you will, for the
proposition that’s on the table is in question beca use
it doesn’t include a minimum tax. And so --

COMMISSIONER BOSKIN: I'm not the only
commissioner in that situation.

CHAIR PARSKY: And so commissioners need to
think about that, as to whether or not, in the spir it
of compromise, they can support the proposal withou tit.

But in addition to that, the proposal on

additional offshore oil and the proposal with respe ctto
a pollution tax, needs to be considered. A severan ce
tax, as suggested, was not part of the tax package, but

could be part of Section 3.
COMMISSIONER POMP: Michael's is part of the
tax package?

CHAIR PARSKY: Yes.
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COMMISSIONER BOSKIN: Yes.
COMMISSIONER POMP: When was that?

CHAIR PARSKY: If you look at the two-page --

COMMISSIONER BOSKIN: For several meetings now.

CHAIR PARSKY: For several meetings and that
| distributed by e-mail three times -- three times.
is contained in that.
COMMISSIONER EDLEY: Okay, but that’s not to
say that -- | guess what | was hoping is that there
be an opportunity for people to -- I mean, without
getting into Robert’s Rules or anything -- that the
would be an opportunity for people to propose addin
deleting something from a core set that we know the
strong consensus around. So, for example, it seems
that there is not --
COMMISSIONER BOSKIN: | think what you mean is,
refining the core package, is that -- more or less.
mean, several people have raised the purpose. Did
want to refine the core package; is that what you'r
talking about? Or do you want to add a new thing i
COMMISSIONER EDLEY: Well, | think | mean
refinement.
CHAIR PARSKY: Correct. | certainly would think
that.

COMMISSIONER EDLEY: | mean, look, let me just

would

re

g or

res

to me

you

nit?
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be candid. Let me be candid. I think that -- and maybe
this is best left to sort of some one-on-one discus sions.
But | think that we -- at some point, | think we ne ed to
have at least an informal show of hands or somethin gto
see whether or not there is sufficient support -- i fyou
want to include -- Michael’s thing about the minimu m tax

was not included in the motion that John and | made
CHAIR PARSKY: And was not included in a
recitation of the tax package.
COMMISSIONER EDLEY: Okay.
CHAIR PARSKY: That's why | interpreted it as
raising concerns about his support for --
COMMISSIONER BOSKIN: It's also —it, like
your refundable thing, is a refinement of the tax - -
COMMISSIONER EDLEY: That should be considered,
and we ought to see whether or not there are the vo tes
forit. That’s right.
With respect -- and | agree with it.
Then with respect to the drilling, et cetera --

| have to get smarter -- this is off the record

because --
CHAIR PARSKY: Did you hear that up there?
COMMISSIONER EDLEY: -- I'm supposed to be a

law school professor who once taught tax. I've got to be

smarter on the relative merits of the severance tax
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versus royalty tax, and also I'd like to have a
conversation about whether Michael’s proposal could
amended so that he’s not changing environmental pol
but merely setting up, if you will, a standby tax,
that if at some point there is additional drilling
state or federal lands, then this is the tax rate t
would exist. It would already be there, it wouldn’
require a new two-thirds vote, but it would already
there. So it would be a standby tax that would be
created, should the State’s policies with respect t
drilling would otherwise change. That sounds to me
pretty good. And I'd be very interested in conside
that as part of Track 1. And we could talk about w
would happen with the revenue, should that ever be
should that ever eventuate.

As to whether it's a royalty or a severance,
| am agnostic, and would just like these two guys t
wrestle and tell us which one --

COMMISSIONER POMP: Just consider mine a
refinement of Michael’s, that's all.

CHAIR PARSKY: Yes, that's fine. If seen in
the context of a refinement of Michael’s proposal,

take them up one at a time. That seems appropriate

COMMISSIONER EDLEY: But then let me just --

since I'm on a roll here, let me suggest --

be
icy,
SO
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CHAIR PARSKY: You're doing great.
COMMISSIONER EDLEY: The reason that -- | would
like a little clarity — for us to all have a littl e bit
of clarity on the Curt-versus-Fred issue, for the
following reason is. | think that if --
CHAIR PARSKY: They’'ve been going at it for
years. For years.

COMMISSIONER EDLEY: But so, for example, if we

could have something along the line that Curt sugge sts,
that essentially tries to hold constant the public policy
goal of Prop. 42 in the way that Curt suggested, do ing
violence to the rest of our package only in the sen se
that it creates a carve-out from what would otherwi se be
flowing into the general revenues, | again personal ly
would be supportive of that as being part of the pa ckage.

But then to the extent that that happens, then

| think what remains of Fred’s policy goals needs t o be
framed in a clear-enough way that it could be consi dered,
at least for purposes of Track 3. And I thought ki nd of
signaling that now would at least allow Fred and ot hers
who are like-minded to do the work between now and Monday

to actually shape that -- to shape that.
Does that make any sense? Do you see what |
mean?

In other words, | don’t want to be in a

Daniel P. Feldhaus, CSR, Inc916.682.9482 11
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situation --
COMMISSIONER KEELEY: I'm not clear.
COMMISSIONER EDLEY: | don’t want to be in a
situation on Monday in which your full proposal get
down, so to speak. | think that’s the technical te
| haven’t served in the Legislature, but...
COMMISSIONER KEELEY: That's the term. That's
the polite term.
CHAIR PARSKY: Not at the Commission, only at
the Legislature.
COMMISSIONER EDLEY: And we’re in a situation
in which Fred’s full proposal gets shot down. Curt
proposal gets accepted and there is no opportunity
to consider the missing piece of Fred’s proposal in
context of a --
CHAIR PARSKY: I think the way --
COMMISSIONER BOSKIN: I think the intention has
been that if things that have been on the table don
survive “1,” they will be considered in “3.”
CHAIR PARSKY: Absolutely.
COMMISSIONER BOSKIN: They may or may not
survive.
CHAIR PARSKY: Absolutely.
COMMISSIONER BOSKIN: And maybe some people

won't vote for “1,” if their thing isn’t in “3.”

s shot
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CHAIR PARSKY: No, I think that is true. But
| think that's exactly right. | would —

COMMISSIONER KEELEY: Mr. Chairman, | thought
that --

COMMISSIONER COGAN: You wanted clarity. You
wanted clarity on the proposal.

CHAIR PARSKY: | was interpreting, Fred, that
your proposal would stay intact, and it will be con sidered
by the Commission, a first, as part of Section 1.

COMMISSIONER KEELEY: Okay.

CHAIR PARSKY: If enough support for that
proposal doesn't exist, then it will be considered as
part of Section 3 as a whole.

COMMISSIONER KEELEY: Okay, now, let me ask a
guestion about that. I'm not sure | have a big
disagreement with that, but it depends on the answe rto
the next couple of questions.

So let me ask you to think about this,
Mr. Parsky --

CHAIR PARSKY: “Gerry.”

COMMISSIONER KEELEY: There are -- oh, you're
not going to take me down that path.

CHAIR PARSKY: Bob Hertzberg said to take you
down that path.

COMMISSIONER KEELEY: To take me down that path.
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There are aspects of the core package that
three commissioners have been working on that are v
hard for me to choke down. So let me be specific.

| think, for example, that what is being
proposed relative to the personal income tax is, in
judgment, not the best policy foot that we could pu
forward.

| think that | like the way that you have
feathered together -- the three of you have feather
together very nicely, | think, the idea of stepping
across the adoption and implementation of a BNRT.
think it's varied, | think it's conservative, meani
careful and thoughtful. Whether it's a good idea,
this idea of creating a safety valve and so on.

The bank and corporation tax component, I'm a
little lost on why it even is a good idea to do tha
zero that out. It's $10 billion in the general fun
| understand you can shift most of those folks over
still unclear on what the impact is on the bank and
financial services sector who, in my judgment, have
shall we say, we don’t have any problem in Californ
attracting the bank and financial services sector i
the state of California. So there is no reason to
any economic incentives, in my judgment, for them t

here. They're already here. They’re going to cont
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to do business here. We're the sixth, eighth, tent
largest economy in the world. They’re going to be
So | don't understand that. But I’'m willing to do
of stretching on this.
But let me try to do this this way: | am very
appreciative and deeply respect the work that the t
of you have done. It is the work that the three of
have done with the full knowledge and participation
lot of other commissioners and a lot of people in t
public. And you’ve put a good package on the table
don’t agree with all of it.
The PIT is particularly troubling to me. The
idea that we are going to -- however you slice it a
it, the fact of the matter is, the PIT will provide
way it is structured, this reduction will provide a
big tax relief for the wealthiest people in Califor
in my judgment. It will provide some benefit to al
payers, but it will provide the biggest benefit to
who need it the least in my judgment. That’s my ju
about it.
So I'm not taken with that.
| could be convinced that as part of the package
that included this tax that | have advanced, that h
been -- you and | agreed there would only be one wo

entity, and it would be focused on what you folks d

here.
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But you and | talked about the opportunity to have a
working group. And so we had a very public process , and
it involved a lot of people, it had the same struct ure
you had, in the sense of having a pre-meeting and t wo
very public meetings, developing a written report a week
and a half ago, plus legislation. | feel like we p layed

by the rules and submitted things in good faith.

The idea that it's now either in Bucket 1, if
there’s sufficient support, or Bucket 3 if not, I'm okay
with that, provided we can have that conversation a bout
all aspects of the package then.

CHAIR PARSKY: We should.

COMMISSIONER KEELEY: And I'm not trying to be
argumentative.

I’'m saying, | have trouble with the PIT. So

if that pertains to everything in the package, then I'm
okay with it pertaining to the thing that I'min lo ve
with. And I think that's just simple fairness arou nd
here.

COMMISSIONER PRINGLE: You're not supposed to
fall in love with your bills.

COMMISSIONER KEELEY: | know. That's why | had
to leave the Legislature, because | kept falling in love
with my bills.

That'’s the first thing they tell you in the
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Legislature: Don't fall in love with your bills.
second thing is, don’t talk when a microphone is on

But some people only paid attention to the first
rule and not the second one, apparently.

Yes, kick them while they’re down.

So if there’s a way, Gerry --

CHAIR PARSKY: Where’s Hertzberg? He’s around
here somewhere.

COMMISSIONER KEELEY: If you just would think
about which, because if you're asking, frankly, som
the more progressive folks on the Commission to str
to go here with something that, on the PIT -- | und
how it's being -- how the sizzle was being put out
but there is also a reality of what's being propose
the PIT. | might be able to choke that regressivit
if we are doing something on this excise tax, which
think -- | mean, unless somebody tells me I'm wrong
this, | think we've made a pretty compelling case h
this fits every single one of the Governor’s object
every single one that he outlined.

And if we're going to then debate where is the
tax neutrality, then everybody should be at risk wh
proposed something here.

And so I'm willing -- you know that I’'m willing

to stretch and try to find a way to make it work an
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of that. | would just say, please don't single the
excise tax out as sort of: Well, if you can get th
support for it, we'll put it in Bucket 1, otherwise
goes in “3.” | think we need a little more mixing
the veracity — or not the veracity, I'm sorry, tha
wrong word -- strike that. No, because that’s not
| meant.
COMMISSIONER EDLEY: | understand what you
meant.
COMMISSIONER KEELEY: 1 didn’'t mean honesty.
| meant, the viability politically here at the Comm
of the other ideas, too.
CHAIR PARSKY: | think your point is very well
taken. And I'd like the commissioners to think abo
over the weekend, how compromise can be reached. F
some, it may mean that the package can be supported
with these refinements, as long as it includes the
tax. For others, it might mean, well, they could su
it as long as it includes the royalty or severance
So | think we need to think about the package
that is still on the -- the only thing we’ve taken
the table is the split roll, because when people --
no one supported.
But you're right, | was trying to outline,

certainly, some further work that needs to happen,
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needs clarification on this safety-valve concept an d the
distribution impact. But | didn’t mean to suggest we
treat one thing one way and the other part of the p ackage

another. They will be viewed the same.
COMMISSIONER KEELEY: Thank you, Mr. Chairman.
CHAIR PARSKY: Michael.

COMMISSIONER BOSKIN: I'd like to make one quick

comment for my colleagues on the panel that Fred ha S
described as progressives. | use that as a scienti fic
description, not as an epithet. And | respect that point
of view.

And | just want to make it clear, since there
seems to be this notion that somehow progressives a re
getting shortchanged in this, let me tell you what
conservatives are -- again, a scientific descriptio n—
are being asked to do.

Let me just --

COMMISSIONER PRINGLE: No, no.

COMMISSIONER BOSKIN: Let me just make this
comment. | don’'t mean to give --

COMMISSIONER BARRALES: Do we have to go over it
to get your point?

COMMISSIONER BOSKIN: No, but I'm just saying,
we’re adding -- first of all, we’re creating a new tax

with a very broad base, that everywhere else in the world
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has been used to grow government substantially. We re
being asked to remove millions of Californians
contributing to the general fund --

CHAIR PARSKY: Why do you think he supported it?

COMMISSIONER BOSKIN: -- and we’re adding a
large number of non-C-corp businesses as tax collec tors
and, to some extent, taxpayers, among many other th ings.
So | think the proper way to view this is, there ar e lots
of puts and takes. Each of us are going to have to decide
whether we can support this whether --

CHAIR PARSKY: That'’s true.

COMMISSIONER BOSKIN: | mean, I'm being asked --
I’'m giving a lot even to get near the package that’ S
being discussed, to be honest, okay. I'm keeping a n open
mind and, you know, I've gone a long way on a lot o f my
principles.

Maybe Becky and | are the only ones that feel
strongly about a minimum tax, et cetera. |1 don’t k now
what they are.

But I'm just saying, you have to be aware that
on the other side, people have given a lot already to get
to this area, as have people on your side have give n to
get to this area, and Chris and John are doing a fa bulous

job in trying to work it out.

Whether in the end we’'ll all be able, or the
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vast bulk of us in both parties will be able to sup
package remains to be seen. | hope it’s the case.
certainly have been working towards that and have b
trying to do it. But | just don’t want to leave th
impression that it's only the people that describe
themselves as liberal Democrats or as progressives
are having a hard time with any of this, because th
conservatives are being asked to give up alottod

in the name of getting some improvement in volatili
incentives, and so on. You're getting a lot out of

as well as giving, as are we.

COMMISSIONER PRINGLE: Mr. Chairman, I'd like

to figure out how I could give today as opposed to
Monday. And that is — and | know how much I've gi
And, actually, the package that we've seen has spen
last three months fleshing it out, understanding it
better, talking about phasing. And, you know, ther
people that like that, people that don't like the p

And | like the package that was presented by
Mr. Edley and Mr. Cogan. | think there’s ways to e
it and make it better, such as the review period an
other elements. The issue regarding the gas tax th
suggested, it doesn’t need to be in the first phase
though I think it would probably be smart because i

would necessarily reduce the BNRT amount, which | h
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that we could cap at 4 percent.

But my challenge is, as you know, I'm not going
to be here Monday, and | want to ensure there’s a
mechanism by which | can record the things | suppor
| won't list the things | oppose because it takes s
to get something accomplished. So I'd like to figu
what mechanism by which we could establish that tod

So |, for one -- and | don’t know anybody
else’s travel plans, | just know my wife’s, and | h
to be with her.

CHAIR PARSKY: | wouldn’t suggest otherwise.
I've talked to your wife extensively. She’s not pr
to go alone.

Let me come back and say, | also wanted to say
that Ruben arranged a call with a number of busines
interests that were very concerned about the packag
is being suggested. It kind of further illustrates
there are a series of potential compromises that ar
on here. And | revert back to Fred’s comment about
compromise without compromising your principles.

And the only thing | would say is that, at a
time when most Californians think Sacramento -- rig
wrongly, but Sacramento is dysfunctional --

COMMISSIONER KEELEY: Rightly.

CHAIR PARSKY: --that no one seems to be able
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to compromise, all | would say to commissioners bet

now and September 20 ™ is to think about the notion that
if, as broad a cross section of different points of

as are represented around this table, can find a wa

reach concurrence and compromise, it will send an
incredible signal to Sacramento that basically says

“This is what the people really want you to be doin

So | just would bear that in mind.

In terms of the process, | am very concerned
at making sure every single commissioner has the ab
to express his or her views in the report. In the
And there is a little bit of an issue about commiss
that will not be here, or potentially can’t be here
Monday -- be at Berkeley on Monday, and may not eit
and even if they were on the phone, how that would
So | want to think a little bit more about this and
consult with counsel.

But my thought was -- is -- that we will see
on Monday if, as close to unanimity around the tabl
possible, without, quote, formally voting, can be
achieved. And if it can, the draft recommendation
section will be prepared. And each commissioner wo
be asked, after reading it, to either sign the repo
not sign the report. It's up to them. And therefo

every single commissioner would be able to express

ween

view
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her view on the recommendations without violating a
issues of the public law or any of that.

But | would not be comfortable if we had four
commissioners -- and | tried, believe me, | have tr
every single day between now and September 20, incl
the weekends, to see if we could get every commissi
in the room; that wasn’t achievable. | think this
clearly at least satisfy me from the fact that ever
commissioner was as respected as every other one in
views.

And I've had an opportunity to talk to every
single commissioner. | want to continue that discu
to make sure that there is a full understanding of
commissioner’s view in that regard. But that would
suggestion of how to get to a point of issuing a re

COMMISSIONER POMP: So, let me see if |
understand. So if you can’t get unanimity, there w
a report, and then people will sign on or not?

CHAIR PARSKY: Well, 'm hoping that coming up
on Monday there is a consensus without a vote aroun
table of those who are there, that will permit the
to draft a report reflecting that view. Those peop
and presumably, the people in the room -- would say
| mean, we will have an opportunity to see if the w

reflect the consensus.
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But the commissioners that are not there or who
are on the phone and not in a public place, will st ill be
given an opportunity not to sign that report if it doesn’t
reflect their views.

COMMISSIONER POMP: And will be given a chance
to explain why.

CHAIR PARSKY: You are always given a chance to
explain why.

COMMISSIONER POMP: The question is, whether it
will be incorporated into the report.

CHAIR PARSKY: Richard, I anticipate that your

letter supporting the report can be included, as al | of
your comments have been included. If that's whaty ou are
looking for, we’ll ask the Commission if they would think

that that's appropriate.

But | would like to try to avoid, if we could,

because of the message we're trying to send to Sacr amento,
I'd like to avoid having to reflect a vote with a m inority
group named. If we can’t avoid it, we can’t avoid it.

COMMISSIONER PRINGLE: Mr. Chairman, first off,
there will be the main package in Section 1, as you
suggested; correct?

CHAIR PARSKY: Right.

COMMISSIONER PRINGLE: And your drive is to

get the maximum number of members, if not unanimity or
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consensus, or whatever other words you used. | wou
to suggest that there should not be a minority repo
offered on Section 1. | mean, that is --
CHAIR PARSKY: Well, I put Section 2 with it
because Section 2 is the rainy-day fund, and so tho

sections are linked.

COMMISSIONER PRINGLE: Right. | mean, the point

is, if the people that do not choose to sign it, th
of their support is the lack of their support.
| think what we do is, | also would extend it
to Section 3. | mean, | believe that people would
have -- maybe you’re seeking a majority of the peop
this board to recommend items for Section 3. | thi
every other member outside that majority -- let's s
there’s 14 members here, that means if eight voted
Mr. Keeley's plan, | don’t think it's appropriate t
then six letters of why they think Mr. Keeley’s pla
bad included in the report.
| mean, the way you have partitioned it is to
say, this is the overwhelming majority on Sections
2, and that's why they’re here, and the signatures
represent those people who support it. Section 3 w
be other proposals that may have just a simple majo
of this body, and an articulation as to why that si

majority feels that’s important, and their signatur
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will represent that, too.
| think if we start allowing for contrary
submissions, what you’ll do is you'll fill the whol e
report up with objections, and you’ll have more
objections than --
COMMISSIONER BOSKIN: I have a very much
simpler view of Section 3. | think the action is g oing to
be around Sections 1 and 2 because of the rainy-day fund.
CHAIR PARSKY: Right.
COMMISSIONER BOSKIN: There are some very
strongly held views about some other things. | thi nk if
there is some modest support, we can decide if that is

eight or five -- or more than one person, obviously :

whatever that number is -- you can just have a sect ion
that said, “Here are a variety of proposals that so me
commissioners thought were very important and worth y of
consideration by the Governor or Legislature that n either

commanded overwhelming support to be included in

Section 1. And even if there are people opposing t hem,
let some commissioners oppose, and then just have t hem
in there. You don’t have to have everybody sign ev ery

individual thing. That's silly.
CHAIR PARSKY: 1 kind of feel something like
that.

COMMISSIONER BOSKIN: 1think a process like
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that rather than trying to avoid having days of wra

about the wording of some --

COMMISSIONER PRINGLE: And, Dr. Boskin, you're

talking about your point just in Section 3, though,
there may be a collection, more than one and possib
less than a majority, that say these are other idea
Commission members.

COMMISSIONER BOSKIN: That's right.

COMMISSIONER PRINGLE: So it’s not portraying

that the Commission is supporting that position, th

what | --

COMMISSIONER BOSKIN: Right, that's the idea.

No one would -- therefore, no member of the Commiss
who either didn’t support it or strongly opposed it

be portrayed as having supported it. And there wou
be a list of things in there that we had worked on,
some commissioners supported, did not commend -- th
think that some commissioners think should be comme
for consideration by the Governor and Legislature,

did not rise to the level of substantial-enough sup

be included. And, indeed, there were some commissi
who opposed them, that’s all. And then there would
be a list. And at least those questions would be r
without any need to have like a Supreme Court opini

where every single subsection had, 6-to0-3 on this t
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but 5-to-4 on that, and 7-to-2 on that.
No disrespect.
COMMISSIONER EDLEY: Jeez.
COMMISSIONER BOSKIN: I know they will all be
9-0, when you're the chief justice.
COMMISSIONER LOZANO: Yes, | just want to --
| also don’t want to register votes. | think that
package should go forward with a significant or
substantial majority, and it should reflect that.
| would be -- | don’t think we should have
minority opinions or opposing opinions. | think th
has had enough opportunity to deliberate. They wer
the record if we’re not supportive of certain aspec
this.
| am concerned about this Section 3 now.
Because what | thought we had originally said is th
yes, if ideas have come forward that don't fit in “
“2" that reflect a -- | don’t know -- it's not cons
and it's certainly not the majority -- but if there
opinions that are --
COMMISSIONER BOSKIN: There needs to be a
minimum. There needs to be a minimum number of peo
COMMISSIONER LOZANO: But there has to be a
minimum.

COMMISSIONER BOSKIN: It can't be just one

the
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person or a couple.
COMMISSIONER LOZANO: It can’t be one or two.
That's what | think.
COMMISSIONER BOSKIN: It has to be several.
COMMISSIONER EDLEY: May | make a proposal, sir?
CHAIR PARSKY: Well, | made one, which | didn’t
get too much response for.

COMMISSIONER EDLEY: Right, so can | try an

alternative.
COMMISSIONER PRINGLE: Define the number of
people.
COMMISSIONER EDLEY: Right. That's what I'd
like to do.
COMMISSIONER LOZANO: 30 percent. | would say
five -- four or five, something like that. 30 perc ent.
COMMISSIONER EDLEY: What | would suggest is
that -- look, two things: With respect to Section 3,
| would prefer that these be ideas where all of us are
saying, even if we disagree with it, this is a seri ous
idea and we really think the Legislature ought to m ull it
over.
COMMISSIONER BOSKIN: Even if we disagree with
it.
COMMISSIONER EDLEY: This deserves to be on
the —
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COMMISSIONER BOSKIN: I'm unlikely to vote for
Fred’s proposal, but it's a serious proposal.

COMMISSIONER EDLEY: And so with that in mind,
then what | would suggest for Part 3, is that a pro posal
goes in Section 3 if it has five votes or more, of which
at least one must be of the other party.

COMMISSIONER KEELEY: The other appointees?

COMMISSIONER EDLEY: Of the other party.

COMMISSIONER LOZANO: Of the other appointees?

COMMISSIONER KEELEY: You mean appointees?

COMMISSIONER LOZANO: Yes, appointees.

COMMISSIONER KEELEY: A Governor’s appointee and
the Legislative appointee.

COMMISSIONER EDLEY: Whatever, yes. Fine, fine.

CHAIR PARSKY: There’s no party representative.

COMMISSIONER EDLEY: Oh, yes. Okay, yes, |
forgot excuse me. So, yes, thank you -- no, no.

COMMISSIONER COGAN: Yes, yes. You mean “yes.”

COMMISSIONER EDLEY: |1do? Okay, I do.

Okay, so that would be my first suggestion.

But the second is, the second idea --

COMMISSIONER PRINGLE: Actually, I like that.

That’s good.
COMMISSIONER EDLEY: But then the other thing

| would say, | have to say -- maybe this is the aca demic
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in me, but I'm really uncomfortable with anything t hat
even has the appearance of gagging people who have

invested all this time in this thing and have a poi nt of
view, have a concern, even if it's an isolated one.

And what | would suggest for those is they

simply be in an appendix, and that they are not in Part 3
but they be in an appendix. In essence, what we're doing
is we are lending the Commission’s publishing capac ity to
let folks who have views; and then | would just try to
prevail upon everybody in the spirit of the enterpr ise,
not to take advantage of that in order to undermine the

collective effort.

But | guess | just don't --

COMMISSIONER PRINGLE: Who is the editor of the
spirit for the enterprise?

COMMISSIONER EDLEY: The individual. The
individual. And | --

COMMISSIONER PRINGLE: Really?

COMMISSIONER BOSKIN: We’'re looking for Captain
Kirk somewhere, | think.

CHAIR PARSKY: Well, why don’t we think about
this a little bit?

| would just urge everyone to think about the
notion that -- a couple of things: Think about the fact

that the report will have maximum effect and comman d
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serious consideration if it includes all of the
commissioners.

| think that the voice to those that just can’t
agree with the compromised package is expressed by
signing on to the report.

COMMISSIONER KEELEY: Mr. Chairman?

CHAIR PARSKY: But I do think — again, and |
have made this suggestion for people to think about
that less than a majority of commissioners should p
something to be in Section 3.

| had requested -- reminded all Commissioners --
by e-mail, that if you had items to be included
potentially in Section 3, please provide them to th
staff in descriptive form, | think we said by Augus
And I will tell you that there were not a long arra
full descriptions to be included in Section 3.

Now, | don’t want to quell anyone’s verbosity,
but --

COMMISSIONER EDLEY: Creativity, you mean.
Creativity.

CHAIR PARSKY: Or creativity. But most all of
what would potentially be included in Section 3 hav
discussed today. There is nothing floating around

And the only question really is, and | do think

a measure of whether it should be included is, do e
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commissioners think it's worthy of serious consider

by others than the Commission.

COMMISSIONER BOSKIN: Even if they oppose it?

COMMISSIONER EDLEY: Yes, exactly.

CHAIR PARSKY: Yes.

COMMISSIONER KEELEY: Mr. Chairman, if | might?

CHAIR PARSKY: Yes.

COMMISSIONER KEELEY: Thank you, Mr. Chairman.

First, there’s an evolution going on here, and

that's why we meet, is to have our thinking evolve

in form and in substance. And I think there’s an
evolution going on here now in terms of form of the
report. My recollection is that, | thought what yo

sent out by e-mail defining what would be in the th
categories, | sent you back an e-mail about -- ther
literally a one-word change that | was interested i
making. But | thought you captured it well there,
essentially the first category were those things th
could be enacted by the Legislature and the Governo

no further action was needed. So that means limite

statute.
Number 2 --
CHAIR PARSKY: And revenue-related.
COMMISSIONER KEELEY: Yes. Oh, yes, yes,
absolutely.
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And Bucket 2 were those things that the
Legislature and the Governor could not enact on the
For example, constitutional amendments that need to
ratified by the voters.

And then Bucket 3, as | recall, were those
items that had come to our attention, which neither
in A or B, but would be good for the fiscal soundne
the State, and that you were seeking --

CHAIR PARSKY: For others to consider.

COMMISSIONER KEELEY: -- for others to consider.
And that’s -- for example, and | then stimulated
California Forward, that Mr. Hauck and | are on, to
their 10-point package for inclusion in Number 3.

So it sounds like maybe that one’s changing a
little bit, Bucket 3, a little bit.

Here’s something I'd ask literally for you to
think about, because | don’t think this is the time
us to make it easier on each other to get Buckets 1
figured out. 1 think this is the time to make it h
on us to do that. I think this is the time where,
than saying, “Don’t worry about it. You'll get you
in Number 3, somehow it will be in the report and d
worry about it,” you didn’t say that.

CHAIR PARSKY: No.

COMMISSIONER KEELEY: I'm just saying, | don’t

ir own.
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think we should relieve ourselves of any pressure a t this
point. I think you should push us harder to get to this
consensus.

This is the real hard work, today and Monday is

the real hard work for us, where we’re going to see -
we’re not hearing from others. You know, we finish ed that
stuff, the input is over. We’re now seeing, what c an we

do together.

CHAIR PARSKY: Agreed.

COMMISSIONER KEELEY: Where can we stretch with

each other?

And I'm trying to send as loud and clear a
signal as | can, I'm willing to take the very good
that you've done; and even though | have principled
disagreements on the PIT, | am willing to go there
what happens is that -- and this is the give and ta
should all engage in -- | think that this fuels tax
pollution tax, green fee, whatever we want to call
| think it's a very meritorious proposal that fits
absolutely into the charge that we were given by th
Governor.

And again, so what goes in Bucket 1 is really
critical. It's met the highest standards of the
Commission, it's had to, you know, run through a ga

it's had to change if people wanted it to change.

work

untlet,
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There’s all kinds of things that are going to have to
happen. And | would ask you to put more pressure o nus
to get to an agreement, not less.

CHAIR PARSKY: | will do everything | can over
the next few days to do just that.

Okay. We definitely will have a meeting. We

will also have the ability, under the guidelines, t o talk
about for anyone who can’t be at the meeting to plu gin
by phone, and we will treat the voting issue the wa yl

described so that that doesn’t do any injustice to
individual commissioners who can’t be there.
And | just want to ask -- Curt, did you have
something? You're poised, | know.
COMMISSIONER PRINGLE: Yes -- no, | did, because
| don’t want you to close down. One, | am not goin g to be
in a place where | can answer a phone on Monday --
CHAIR PARSKY: Okay.

COMMISSIONER PRINGLE: -- or to spend eight

hours on it.
CHAIR PARSKY: It will take us exactly one hour.
COMMISSIONER PRINGLE: All I want to do, though,
is just state now however the number of tallies tha t we
need to get, | do -— I've spent time with Dr. Boski n, I do
support his concept of some minimal personal income tax,
if it's referenced that way. | also support his of fshore
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oil, find all the money you can, even though it gro
state budget. I'm not all excited about it, but |
enjoy that concept.
And as | stated before, | support the proposal
as presented by Dr. Edley and Mr. Cogan on the pack
So | just wanted to make sure you know where
I’m coming from. And | would certainly like to loo
the other ideas as they are presented, possibly in
detail within the package. But that’s -- if you wa
tally up where those things are, that's where I'm a
CHAIR PARSKY: Thank you. | really appreciate

you saying that, Curt.

COMMISSIONER POMP: Let me just add, | am not in

a place where | can call on Monday, either.
And let me reinforce what Chris said. | don't
think you want to be viewed as having stifled disse
| think we have an obligation to the Legislature, a
as other legislatures around the country who are go
be watching this, to encourage a candid and open ex
of views. And that would mean explaining, should i
to that -- | hope it doesn’t -- but should it come
that, explaining why people felt they just couldn’t
along, so...
CHAIR PARSKY: All I would ask is that -— and

| know this may be semantics -- | would ask that yo
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refrain from pointing directions at me. I'm not ma king
any decisions for the Commission. I'm trying to get the
commissioners to decide what it is they would like to do.

So we’ll come to a conclusion in terms of how
the report should be structured as a commission, as we
have come to everything.

Okay, Monica?

COMMISSIONER LOZANO: Well, I'm not I'm going

to be there, either, on Monday. So let me just gen erally

say --

CHAIR PARSKY: I'm only talking to you, have no

fear.

COMMISSIONER LOZANO: Yes, | know we will talk,
and so --

COMMISSIONER EDLEY: Where are you guys all
going?

CHAIR PARSKY: Well, there’s a group going,
they’re going to Cancun.

COMMISSIONER POMP: Can we get on that cruise

ship?

COMMISSIONER EDLEY: | want to be on that
commission.

COMMISSIONER LOZANO: Anyway, I'm generally
supportive, and | want to thank all the work. 1 th ink

Package 1 is really a very strong step forward.
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| am not inclined at this moment to support
the inclusion of a minimum tax for all Californians
am also not inclined to support the other proposal
the offshore drilling revenues only because | don’t
enough. And so if we can get more information abou
that would work and whether or not it's an extensio
what currently is in place in terms of -- so that |
need more information.

| would want us to articulate a ceiling on the
business net-receipts tax. I’'m concerned about the
and the way it works in tandem, so I'd encourage yo
do that. And I'm also very appreciate of what you’
going to do in terms of analyzing the entire packag
it relates to progressivity. So | want to get that
to us.

And everything else, without going through my
long list of notes, | think we’ve been very consist
with the ideals. | think we've worked with the
small-business community to help identify what thei
concerns are.

Fred, | like your proposal. And | especially
like it as it relates to the sales tax and how thos
will play off of each other.

I’m concerned about it actually becoming an

additional tax burden. And | want to better unders

on

know
t how
n of

just

rate
uto
re
€ as

back

ent

e two

tand

Daniel P. Feldhaus, CSR, Inc916.682.9482

250




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Commission on the 21% Century Economy - September 10, 2009

how that works. So just right now, I’'m feeling gen erally
fairly supportive of that well.

CHAIR PARSKY: Thank you very much for those
views.

| just want to ask, are there any members of
the public that are still here -- there’s a method to my
madness here but -- yes, sir?

MR. SPILLANE: I’'m one.

CHAIR PARSKY: Go right ahead.

MR. SPILLANE: | thought you were taking --

CHAIR PARSKY: I'm trying to see if there’s
anyone that would like to speak.

MR. SPILLANE: Yes, sir.

CHAIR PARSKY: Go ahead.

MR. SPILLANE: Okay.

COMMISSIONER EDLEY: A couple of us have to

leave for planes. Can we get at least some reassur ance --
| really want to make sure that those of us who hav e to
leave get the benefit of at least a digest of what the

public comments are going to be?

CHAIR PARSKY: Yes.

COMMISSIONER EDLEY: Because these folks have
waited all day.

CHAIR PARSKY: No, no, and I'm prepared to stay

with them without any question. We’ll make sure th at
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there’s a record of what they submitted.
COMMISSIONER DE LA ROSA: Before we go, though,
do you think we’re just going to meet for four hour s?
CHAIR PARSKY: | am very anxious --

COMMISSIONER DE LA ROSA: I'm happy to stay

later.

CHAIR PARSKY: No, no, no, I'm very anxious to,
on Monday, stick to our time frame. I'm going to t ry to
talk individually to everyone, to see what can be d one to
advance that, but | didn’t anticipate that this wou Id end
on time because of the discussion we're on. But | think

we're getting close to knowing whether or not it's
something that can be supported or not.

COMMISSIONER DE LA ROSA: That's great. Just a
point of information.

CHAIR PARSKY: Yes, sir. And | know you've made
comments at several of our meetings, but please go ahead.
I'd like to limit it to a minute, if it's all right

MR. SPILLANE: Seven hours’ wait for the minute.

Thank you, sir.

My name is Bill Spillane, and I'm with Americans
for Fair Taxation.

I've given you two hard copies and one
electronic copy of the solution to what you're talk ing

about.
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Two issues: Number one, any income tax is
highly volatile. When a person loses their job, th
revenue from that person goes to zero. However, he
eats and he still pays his rent or whatever. So if
use a sales tax in lieu of an income tax, you won't
such an unstable revenue source in California. Tha
huge solution.

Now, then, regarding the BNRT, that’'s a great
way to lose jobs for California, that’s a great way
discourage investment in California because you're
going to be adding a price increment on top of
California-produced prices. And our high-value pro
want to export not only within the states, but abro
And this is not WTO-compliant. You will not be abl
guote, border-adjust it, rip that tax out in order
export broadly in the world, and they’ll be uncompe

Do you want uncompetitive business here in
California? Of course, not. You want to encourage
business. You want to encourage investment. So yo
to not tax business because they’re a source of job
revenue. The BNRT does that nicely, but it's somet
that's added to the prices. That's very counterpro
and makes all of our businesses uncompetitive world
and U.S.A.-wide.

Follow the examples of Texas and Florida. It's
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not complicated.
Please read the letter again, all the solutions
are in here. It does justice to the Governor’s goa
every single one of them. And if the goals are sim
to be given lip service, this is the solution, a si
sales tax.
And, by the way, on page six, you'll see that,
with a rebate, it's progressive. There’s the scale
the progressiveness of this tax with a pre-bate, wh
a rebate of taxes in advance to the people that nee
That's very simple.
That's all | have to say.
Thank you very much.
CHAIR PARSKY: You're welcome.
Next, could you just introduce yourself?
Because | have a whole list here but I'm not sure.

MR. KHOURI: Absolutely, sir.

Thank you, Mr. Chair, Members. Gus Khouri on

behalf of the California Transit Association. I'll

very brief.

| appreciate the hard work that the Commission’s

put in.
Just very briefly on the pollution tax, the
sales tax, and transit needs in general.

With respect to the sales tax, let’s start with
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that first. As far as the impact, if you lower the

tax, it would impact Proposition 42, the sales tax
gasoline; the sales tax on diesel, which goes to tr
the sales tax on the back 9¢ through the 1990 gas t
increase of the excise tax; as well as the spillove
mechanism that Mr. Genest spoke about earlier. So
all basically the base funding for public transport

in the state.

As you all know, it's been well-documented,
funding for public transportation has been virtuall
eviscerated on the state level. Operations funding
been eliminated until at least the 2012-2013 fiscal
So that makes our job that much more difficult in t
to comply with the state’s mandates of reducing gre
gas emissions, with yourselves as part of the solut

Yes, we have received money through
Proposition 1B and through the federal stimulus pac
That is for capital expenditures. So we actually n
the money to be able to operate the trains and the
And as you see here in Los Angeles at six o’clock i
evening, as you will see shortly, congestion is hor
So we're trying to move people that much more effic
we’re trying to reduce traffic congestion, move the
elderly, school children that much more efficient.

There’s absolutely no way that we’re going to be ab
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raise $200 billion over the short-term. As you saw
was a difficult effort just to generate $20 billion
through Proposition 1B in 2006.

So transit operations, if nothing else, that you
hear me say is definitely of the greatest importanc

With respect to Mr. Keeley’s proposal, | very
much appreciate the efforts, sir, that you're tryin
| very much appreciate the collaboration that you'v
engaged the association in.

We would like to see transit capital be
addressed as some of the proposed expenditures.
Specifically, with respect to the SB 375 components

So thank you very much. | appreciate
everybody’s time. And | look forward to working wi
commission.

CHAIR PARSKY: Thank you very much.

MR. SHAW: Thank you, Mr. Chairman and Members

of the Commission. | will be brief as well, as | h
spoken on a couple of occasions before.

| do wonder if my agreeing with Mr. Keeley --

COMMISSIONER KEELEY: State your name.

MR. SHAW: Michael Shaw, at the National

Federation of Independent Business.

| do wonder if my agreeing with Mr. Keeley on a

number of things today is a sign of how long this m

g to.
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has gone, or --

COMMISSIONER KEELEY: You've lost your mind.

CHAIR PARSKY: But here are a lot of people that
agree with Mr. Keeley.

MR. SHAW: Yes, there are, and very, very smart
people as well.

CHAIR PARSKY: About football teams, baseball

teams.
COMMISSIONER KEELEY: That's right.
MR. SHAW: Excuse me, | wanted to mention a few
things as you consider putting together this propos al for

consideration next week.

We do find, as representing small businesses,

the disparity in eliminating the corporate tax whil e
preserving the personal income tax. And | know tha t
there’s discussion about how this all works out in the
wash. And, obviously, those numbers we have yet to see

to fully understand. And we are willing to reconsi der
how we feel about this. However, on the face of it , 1t
seems very disparate treatment. Because, first, sm all
businesses, 80 percent file in the personal income- tax
system. So when you add to that the business net-r eceipts
tax, for the personal income tax filers, and you on ly have
the business net-receipts tax on the corporate side , that

seems unfair treatment.
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We would also recommend that the thresholds
mentioned in the draft proposals be indexed. Becau
we’ve seen in other states such as Michigan, that h
come back to bite them in the rear, so to speak, on
number of occasions, both with the single business
that they had previously, as well as the current Mi
business tax. They don’t have indexing of their
thresholds.

The business and net receipts phase-in sales
tax phaseout kind of formula is something that is o
concern, obviously not knowing what the rates will
We do appreciate the Commission’s discussion on tha
today with regard to reviews and finding ways to ba
that as well.

| do have one additional concern with regard
to all these changes of conformity with federal law
Because as we move more towards the value-added tax
business net-receipts tax and we can argue whether
those are similar in principle, but it is moving aw
from federal law in terms of the conformity with ou
income tax system we have today. And so that is so
that we do need to consider. Because while the sta
component may become more simple and easier to comp
as a result of these proposals, which I think is

guestionable as well, it does complicate the state-
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relationship. So for a small business filing their
at the federal level, they’re now going to have to
all these calculations, and that’s going to change
for them as well. Now, we’ll add more time and com
higher cost for them.
| wanted to thank you for the time as well and
for the excellent staff work of Mr. Ibele and the r
the members.
CHAIR PARSKY: Thank you all very much.
| think with that, our meeting is concluded.
Thank you all very much.
(The meeting concluded at 6:00 p.m.)
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